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Financial Highlights For the years ended December 31 


(in millions of dollars, 
except per share information) 


2002 2001 
Total revenue 19,017 18,349 
Net earnings 645 618 
Operating earnings per participating share, 
before goodwill amortization and non-recurring items 3.07 2.87 
Net earnings per participating share 2.81 2.14 
Dividends paid per participating share 0.79 0.68 
Consolidated assets 70,136 68,730 
Consolidated assets and assets under administration 174,632 182,641 
Shareholders’ equity 5,387 4,692 
Book value per participating share 21.76 19.38 
Participating shares outstanding (in millions) 222.1 221.1 
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Si vous préférez recevoir ce rapport annuel en francais, 


veuillez vous adresser au secrétaire, 


Power Corporation du Canada 
751, square Victoria, Montréal (Québec) Canada H2Y 2J3 ou 
bureau 2600, Richardson Building, 1 Lombard Place, 

_ Winnipeg (Manitoba) Canada R3B 0X5 


PROFILE 


Power Corporation of Canada is a diversified management 


and holding company. 


Power Corporation holds the controlling interest in Power 
Financial Corporation, which in turn controls Great-West 
Lifeco Inc. and Investors Group Inc. Power Financial and the 
Frére group each hold a 50 per cent interest in Parjointco 
N.V., which controls Pargesa Holding S.A. Power 
Corporation also holds a 100 per cent interest in Gesca Ltée 


and Power Technology Investment Corporation. 


Great- West Lifeco Inc. holds a 100 per cent interest in 

The Great-West Life Assurance Company (Great-West Life) 
and in Great-West Life & Annuity Insurance Company. 
Great-West Life also holds a 100 per cent interest in London 
Insurance Group Inc., which in turn owns a 100 per cent 
interest in London Life Insurance Company. Total assets and 
assets under administration of Lifeco and its operating sub- 


sidiaries are over $96 billion. 


The Great-West Life Assurance Company isa leading insurer in 
Canada, offering a broad portfolio of financial and benefit 
plan solutions for individuals, families, businesses and organi- 
zations. Together with its subsidiary, London Life Insurance 
Company, Great-West Life serves the financial security needs 


of nine million Canadians. 


London Life Insurance Company offers financial security 
advice through its Freedom 55 Financial™ Division. London 
Life provides savings and investment, retirement income and 
individual life insurance products and mortgages in Canada 
and operates internationally through its subsidiary London 
Reinsurance Group Inc., a supplier of reinsurance in the 


United States and Europe. 


Great- West Life e& Annuity Insurance Company operates in the 
United States of America, providing a full range of health- 
care, life and disability insurance, annuities, and retirement 


savings products and services. 


Investors Group Inc., together with Mackenzie Financial 
Corporation, is Canada’s largest mutual fund organization 
with over $74 billion in assets under management and 
administration. 

With over one million clients and more than $39 billion 
in assets under management and administration, Investors 
Group holds a strong leadership position in the financial ser- 
vices industry. Through its network of over 3,300 consul- 
tants nationwide, Investors Group clients receive compre- 
hensive investment, retirement, tax and estate planning 
advice and service, and a full range of investments through 
Investors Group Masterseries™ and third-party advised 
funds, together with a broad selection of insurance, mort- 


gage and securities products and services. 


Mackenzie Financial Corporation is a multifaceted invest- 
ment management and financial services corporation with 
over $35 billion in assets under management and adminis- 
tration and 1.5 million client accounts. Mackenzie mutual 
funds are sold through relationships with 35,000 indepen- 
dent financial advisers across Canada. Mackenzie also offers 
a family of mutual and segregated funds, provides trustee, 
administrative and securities services, and offers a wide 


variety of deposit and lending products. 


The Pargesa group holds significant positions in a selected 
number of large companies based in Europe. These compa- 
nies operate in strategic industries including media, energy, 


water, waste services, and specialty minerals. 


Gesca Ltée holds a 100 per cent interest in the Montréal 
daily newspaper La Presse and six other daily newspapers in 


the provinces of Québec and Ontario. 


GROUP ORGANIZATION CHART 
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Above percentages denote participating equity interest as of December 31, 2002. 


Through its wholly owned subsidiary, Power Financial Europe B.V., 
Power Financial Corporation held a 50 per cent interest in Parjointco N.V. 
Parjointco held a voting interest of 61.4 per cent and an equity interest 
of 54.6 per cent in Pargesa Holding S.A. 

(2) 65 per cent direct and indirect voting interest 


Power Corporation of Canada’s operating earnings for the 
year ended December 31, 2002 were $703 million or $3.07 
per participating share, compared with $646 million or $2.87 
per share in 2001, an increase of 7.0 per cent. Growth in the 
contribution to operating earnings from Power Financial 
Corporation was partially offset by a decrease in results from 
corporate activities which, as previously reported, is principal- 
ly due to lower gains on the disposal of technology securities. 

Other income of a non-recurring nature for 2002 consist- 
ed of a charge of $58 million or $0.26 per share and primari- 
ly represents the Corporation’s indirect share, through Power 
Financial Corporation, of non-operating items recorded by 
the Pargesa group. Other income for 2001 was $175 million, 
or $0.79 per share, and was partially offset by goodwill amor- 
tization of $75 million, or $0.34 per share, and Power 
Corporation's share of specific charges recorded by Great- 
West Lifeco of $128 million or $0.58 per share. Under 
revised accounting standards effective January 1, 2002, good- 
will is no longer amortized. 

Power Corporation’s net earnings were $645 million or 
$2.81 per share for 2002, compared with $618 million or 
$2.74 per share in 2001. 


Dividends 
Dividends paid in 2002 on the Corporation's Participating 


Preferred and Subordinate Voting Shares rose to 79.38 cents 
per share, compared with 67.5 cents per share in 2001, an 
increase of 17.6 per cent. Common share dividends were also 
increased during the year at Power Financial Corporation, 


Great-West Lifeco Inc., Investors Group Inc. and Pargesa 


Holding S.A. 


DIRECTORS’ REPORT TO SHAREHOLDERS 


Group Companies’ Results 


_ Power Financial Corporation 


Power Financial Corporation’s operating earnings for the year 
ended December 31, 2002 were $1,074 million or $2.97 per 
share, compared with $906 million or $2.53 per share for the 


_ same period in 2001. This represents a 17 per cent increase 


on a per share basis. 


Other income of a non-recuring nature for 2002 consist- 


_ ed of a charge of $86 million or $0.25 per share, represent- 


| ing principally the impact on Power Financial’s earnings of 


non-operating items recorded within the Pargesa group. 


Other income in 2001 was $269 million or $0.77 per share 


and consisted primarily of a net dilution gain related to the 


acquisition of Mackenzie Financial Corporation. 


Power Financial’s net earnings, including other items, 


for 2002 were $988 million or $2.72 per share. For 2001, 


net earnings also included goodwill amortization of 


| $107 million and Power Financial’s share of specific charges 


recorded by a subsidiary of $189 million, and amounted to 


$879 million or $2.44 per share. 


Great- West Lifeco Inc. 
Great-West Lifeco reported net income attributable to 


common shareholders of $931 million for the twelve months 


_ ended December 31, 2002. This result represents an increase 


of 15 per cent over 2001 ona per share basis, after adjusting 


_ for non-recurring charges relating to goodwill amortization, 


_ Alta Health & Life Insurance Company, and the events of 


September 11, 2001, to facilitate comparison between years. 


Great-West Lifeco’s return on common equity was 
22.9 per cent for the year 2002, among the highest for a 
Canadian financial services company. 

In Canada, Great-West Life and London Life reported 
that consolidated net earnings attributable to common share- 
holders for 2002 increased 15 per cent to $441 million from 
$384 million in 2001. 

In the United States, Great-West Life 8&¢ Annuity 
Insurance Company's consolidated net earnings for 2002 
increased 13 per cent to $490 million from $435 million in 


the previous year. 


Investors Group Inc. and Mackenzie Financial Corporation 

Net income attributable to common shareholders reported by 
Investors Group Inc. was $491 million in 2002, compared 
with $388 million in 2001, an increase of 18.5 per cent ona 
per share basis. 

The 2001 figure excludes both a restructuring charge of 
$56 million (after tax) and goodwill amortization related to 
the acquisition of Mackenzie Financial. It includes goodwill 
amortization related to Investors Group’s investment in 
Lifeco which, if excluded to reflect accounting standards now 
in effect, would have resulted in an increase in earnings per 
share in 2002 of 17 per cent. A change in the method of 
amortization of sales commissions introduced in April 2001 
to reflect a more accurate estimate of their useful life, 
increased earnings by $20 million after tax in 2002. This 
method is also consistent with that used by Mackenzie and 


the industry generally. 


Investors Group’s gross revenue increased from $1.8 bil- 


lion to $1.9 billion, while operating expenses declined by 


_ over $50 million due to expense synergies generated between 


operating units and a disciplined focus on cost efficiency. 

Client assets under management and administration at 
the end of the year totalled $74.8 billion, compared with 
$83.1 billion at December 31, 2001, essentially as a result 
of declining equity markets. 

Investors Group’s return on average common equity for 
2002 was 19.2 per cent, compared with 19.6 per cent in 
2001, excluding goodwill amortization and restructuring 


charges. 
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Mutual fund sales through Investors Group’s own consul- 
tant network were $4.9 billion, compared with $5.5 billion 
in 2001. Net redemptions were $109 million compared with 
net sales of $837 million in the previous year. 

Mackenzie’s Canadian operations reported mutual fund 
sales of $6.0 billion compared with $5.5 billion in the prior 
year. Mutual fund net sales were $288 million, compared 


with $280 million. 


Pargesa Holding S.A. 
Power Financial holds together with the Frére group a 
54.6 per cent equity interest in Pargesa Holding S.A. 

In 2002, Power Financial’s share of net operating earnings 
of its European affiliate was $80 million, as compared with 
$39 million in 2001. Both Bertelsmann and Imerys achieved 
improved operating earnings due to restructuring and cost- 
reduction programs undertaken previously. TotalFinalElf and 
Suez, which are accounted for at cost, increased their divi- 
dends during the year. 

In addition, Power Financial’s net share of other income 
of a non-recurring nature recorded by Pargesa resulted 
in a charge of $87 million in 2002, as compared with a net 
credit of $72 million. 

Pargesa reported a net non-recurring charge in 2002, 
mainly due to a reduction of the carrying value of its invest- 
ment in Zomba Music Group by Bertelsmann. In 2001, 
Pargesa recorded a net non-recurring profit resulting princi- 
pally from the exchange of GBLs 30 per cent interest in RTL 
for a 25 per cent interest in Bertelsmann. 

The group companies’ financial results and operations are 
discussed at greater length in the section of this report enti- 


tled Management’ Discussion and Analysis of Operating Results. 


_ Group Developments 


_ Financial Services 


Great-West’s subsidiary, London Insurance Group Inc., 


closed the sale of its subsidiary, London Guarantee Insurance 


_ Company, to The St. Paul Companies of Saint Paul, 


Minnesota, in March. The company had identified London 
Guarantee as a non-strategic business unit. 

During the second half of 2002, Mackenzie Financial sold 
its 85.7 per cent interest in its U.S. subsidiary Mackenzie 


Investment Management Inc. This sale was part of 


_ Mackenzie's strategy to focus on its core Canadian distribu- 


_ tion operations and the needs of Canadian independent 


_ financial advisers and their clients. The buyer, Waddell 8 


Reed Financial, Inc., will act as a sub-adviser to some 
Mackenzie funds. 


In November 2002, Investors Group, Great-West Life and 


_ London Life announced an agreement with National Bank of 


Canada whereby the three Power Financial group companies 
will deliver banking products and services through their 
respective distribution networks. 

Under the agreement, Investors Group, Great-West Life 
and London Life will offer their individual clients banking 
products and services developed by National Bank. The range 


_ of products will include investment loans, lines of credit, 


deposit accounts and credit cards. The banking products will 
be distributed through more than 7,000 consultants and 


advisers across Canada, under branding that is unique to the 


_ distributors. Investors Group, Great-West Life and London 


_ Life confirmed that they had ceased discussions with CIBC 


regarding their earlier announced intentions to offer their 
clients banking and brokerage products and services provided 
by CIBC. 

In December 2002, Power Corporation issued 6,000,000 
Non-Cumulative First Preferred Shares, Series C, priced at 
$25.00 and carrying a 5.80% annual dividend for gross pro- 
ceeds of $150 million. Proceeds from the issue were used 
to supplement the Corporation’s financial resources and for 
general corporate purposes. 

On February 17, 2003, Great-West Lifeco announced it 
had entered into a definitive agreement with Canada Life 
Financial Corporation to acquire 100 per cent of the out- 
standing common shares of Canada Life. The Board of 
Directors of Canada Life agreed to recommend that Canada 
Life shareholders approve the transaction, valued at 
$44.50 per Canada Life common share, representing an 
aggregate transaction value of $7.3 billion at the time of the 
announcement. 

To support the transaction, Power Financial committed 
to invest $800 million to purchase 21.302 million common 
shares of Lifeco from treasury through a private placement. 
Investors Group also agreed to invest $100 million by pur- 
chasing 2.662 million Lifeco common shares from treasury. 

The transaction, a capital reorganization, is subject to 
approval by Canada Life’s common shareholders and is also 
subject to approval by regulatory authorities in Canada, the 
United States, the United Kingdom and the European 
Union, as well as in other jurisdictions where the companies 
operate. The transaction is expected to close in the third 


quarter of 2003. 


| Technology and Communications 

_ Early in 2002, La Presse, Ltée, a subsidiary of Gesca Ltée, 

_ Power's wholly owned newspaper publishing subsidiary, 

"entered into an agreement to outsource the printing of the 

_ daily newspaper La Presse and its related products, effective in 

| the fall of 2003. Gesca also sold three commercial printing 

plants and signed long-term contracts for the printing of Le 

_ Soleil, Le Nouvelliste, and Le Droit. Gesca undertook several 
additional initiatives during the year designed to ensure high- 

| quality content in its newspapers. After two years in opera- 

_ tion, Gesca's web site, Cyberpresse.ca, has become one of the 
most important French language information sites in Canada. 

In June 2002, Power Technology Investment Corporation 

announced an investment in Picchio Pharma Inc., an equally 
owned joint venture with an initial capital commitment of 
$60 million. Picchio currently holds approximately 31 per 

_ cent (on a fully diluted basis) of Neurochem Inc., a company 
based in Montréal with products that are focused primarily 

_ on the central nervous system and on amyloid-related diseases 


associated with aging and chronic inflammatory diseases. 


Picchio is also a 20% shareholder of Adaltis Inc., a private 


international healthcare company based in Montréal that 


develops, manufactures and markets sophisticated laboratory 


_ products for the diagnosis of human diseases. 


Board of Directors 
| The Honourable P. Michael Pitfield has retired from the 


_ to the success of the Power group over a number of years. 


Board of Directors after making an important contribution 


_ Senator Pitfield was a Director from 1985 to 2003. He was 


Vice-Chairman of the Corporation and has served as a 


Director of Power Financial, Great-West Lifeco and its major Our holdings in Asia and in the biotechnology industry 


subsidiaries, Investors Group and Gesca Ltée. In addition to position us well to participate in the evolution of both. 
his service to Power and its affiliates, Senator Pitfield has an Your Directors wish to express gratitude on behalf of the 
outstanding record of service to his country and as an acade- __ shareholders for the important contribution of the employees 


mic. He rose to the highest ranks of the federal public service, | of Power Corporation and its associated companies to the 
serving as Deputy Minister of Consumer and Corporate successful results that have been achieved in the year 2002. 
Affairs and as Clerk of the Privy Council and Secretary to | 
Cabinet from 1975 to 1982. He was summoned to the | On behalf of the Board of Directors, 
Senate of Canada in 1982. In recognition of his valuable | 
contribution to the Power group, he has been named | (| alee 
Director Emeritus of Power Corporation. | a 
Paul Desmarais, Jr. 
Outlook Chairman and Co-Chief Executive Officer 
Your Directors and management strive to provide solid long- | 
term value for shareholders of Power and its constituent 
group companies. | W, ; 
Though the world economy is experiencing a period of | Dhetth ‘ A CAALAA 
uncertainty, we believe that the future holds great promise for | André Desmarais 
Power Corporation. We note a heightened interest in the President and Co-Chief Executive Officer 
financial markets in companies with a proven record of 
achievement and with good long-term prospects. | April 3, 2003 
Our group companies are leaders in their fields. In the 
financial services industry in North America, the companies 
of the Power Financial group are low-cost producers with 
powerful distribution systems and hold important market 
shares. They have participated actively and with great effect 
in the ongoing consolidation of that industry. 
The Europe-based Pargesa group holds interests in compa- 
nies that are among the world’s leaders in their fields. These 
companies are well placed to participate in anticipated 
growth in the media, energy, water, waste and specialty 


minerals industries. 


MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS 


Except as otherwise indicated, all figures are expressed in Canadian dollars. 


Forward-looking Statements 


This report may include forward-looking statements about objectives, strategies and expected financial results. These state- 
ments are inherently subject to risks and uncertainties beyond the Corporation’s control including, but not limited to, eco- 
nomic and financial conditions globally, regulatory developments in Canada and elsewhere, technological developments and 
competition. These and other factors may cause the Corporation’s actual performance to differ materially from that contem- 
plated by forward-looking statements, and the reader is therefore cautioned not to place undue reliance on these statements. 


Readers are referred to the Condensed Supplementary Financial 
Statements of Power Corporation further in this annual report. 
The supplementary financial statements identify the sources of 
the earnings, assets and liabilities of the Corporation. 


This section of the annual report deals with financial results 
for the year 2002. The following describes the structure of 
the group at December 31, 2002. 


The principal asset of Power Corporation of Canada 
(Power Corporation or the Corporation) is its 67.4 per cent 
interest in Power Financial Corporation (Power Financial), 
which holds substantial interests in the financial services field 
in Canada and the United States. Power Financial holds a 
controlling interest in Great-West Lifeco Inc. (Lifeco) and 
Investors Group Inc. (Investors Group). These companies 
and their subsidiaries manage and distribute an extensive 
range of financial products and services to individuals and 
corporations as well as public and non-profit entities, and 
make an important contribution to the assets and results 
of the Corporation. 

In Canada, Lifeco controls a 100 per cent voting interest 
in The Great-West Life Assurance Company (Great-West 
Life), which in turn holds 100 per cent of London Insurance 


Group Inc. (LIG); LIG in turn holds 100 per cent of London | 


Life Insurance Company (London Life). Also in Canada, 
Investors Group holds 100 per cent of Mackenzie Financial 
Corporation (Mackenzie), which was acquired in April 2001. 
In the United States, Lifeco controls a 100 per cent voting 
interest in Great-West Life & Annuity Insurance Company 
(GWL&A). 

Power Financial also holds an interest in Pargesa Holding 
S.A. (Pargesa) together with the Frére group of Belgium. The 
Pargesa group has substantial holdings in a selected number 
of major media (Bertelsmann AG), oil and gas, and petro- 
chemicals (TotalFinaEIf), energy, water and waste services 
(Suez) and specialty minerals (Imerys) companies based in 
Europe. 

Through its wholly owned subsidiary Gesca Ltée (Gesca), 
Power Corporation has an interest in the communications 
sector. Gesca is engaged in the publication of newspapers, 
including the Montréal daily newspaper La Presse and six 
other daily newspapers in the provinces of Québec and 
Ontario, among which are Le Soleil in Québec City, Le Droit 
in Ottawa and Le Quotidien in Chicoutimi. In recent years, 


_ Gesca has undertaken several initiatives aimed at focusing its 


resources on high-quality content. On September 28, 2002, 


_ Gesca exercised an option to purchase a 20 per cent interest 
in Workopolis, Canada’s leading provider of recruitment and 


job search solutions. As a result of the exercise of this option, 


| Workopolis has acquired Gesca’s 50 per cent interest in 


Alliance Workopolis, the joint venture formed in 2001 to 
market Workopolis products and services to Québec 
recruiters and job seekers. 

Power Corporation also holds 100 per cent of 
Power Technology Investment Corporation (PTIC), which 
focuses on the biotechnology and technology sectors. 

In 2002, PTIC announced that it had agreed to partici- 
pate in Picchio Pharma Inc., a 50/50 joint venture corpora- 
tion with an initial capital commitment of $60 million. The 
objective of Picchio is to become a Canadian biopharmaceu- 


_ tical company dedicated to acquiring, developing and com- 


mercializing new therapeutic products and technologies. 
As of December 31, 2002, Picchio held approximately a 
23 per cent interest (on a fully diluted basis) in Neurochem 
Inc. and approximately a 20 per cent interest in Adaltis Inc. 
Since then, the interest in Neurochem has been brought up 
to approximately 31 per cent on a fully diluted basis. 

In Asia, the most significant investment of the 
Corporation is its 4.6 per cent interest in CITIC Pacific Ltd. 

Over the years, the Corporation has invested directly or 
through wholly owned subsidiaries in a selected number of 
investment funds, including Sutter Hill Venture Partnership. 
In 2001, Power Corporation committed to invest up to 
€100 million in a new private equity fund, Private Equity 
Partners Europe (PEP). The Corporation holds 100 per cent 
of the shares of the Paris-based management company of this 
fund. Groupe Bruxelles Lambert (GBL), a subsidiary of 
Pargesa, has committed to invest up to €50 million in 
the fund. 

Management's discussion and analysis of the Corporation's 
2002 financial results focuses mainly on the operations of 


_ each of the principal entities within the group. Information 


regarding the subsidiaries and affiliate is based on informa- 
tion provided by them. In addition to the consolidated finan- 
cial results presented in this report, management has also 
prepared condensed supplementary financial statements of 


_ the Corporation, as in previous years, with its principal 


subsidiaries accounted for on the equity basis in order to 
facilitate analysis. A discussion of the financial results, assets, 
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POWER CORPORATION OF CANADA 


liquidity and financial resources, and the outlook for Power * goodwill amortization, which applies only to 2001; and 
Financial’s subsidiaries and for Pargesa, have been provided to 

give readers a greater understanding of Power Corporation's * other income. 

underlying assets, earnings base and financial resources. 

In establishing its statements of earnings, Power Financial Results for 2001 also included Power Corporation’s share 
uses the flow-through presentation as reported by Pargesa. _ of specific charges recorded by Lifeco in the first half of the 
Pargesa’s financial statements may be adjusted to conform to __ year relating to Alta Health & Life Insurance Company 
Canadian Generally Accepted Accounting Principles (Alta), a subsidiary of GWL&A, and to claims provisions for 


(GAAP). In particular, adjustments made for the purpose of | the U.S. events of September 11, 2001. 
eliminating the effect of goodwill amortization represented, 


in aggregate, $0.10 per Power Financial common share in Highlights 

2002, and related primarily to Pargesa’s indirect share of In 2002, net earnings of Power Corporation amounted 

goodwill amortization included in Bertelsmann’s earnings. _ to $645 million, compared with $618 million in 2001. 
Power Financial, Lifeco, Great-West Life, London Life Earnings per participating share were $2.81 in 2002, com- 

and Investors Group each publish an annual report. Pargesa _|_ pared with $2.74 in 2001. 

will publish its 2002 annual report in April 2003. Copies of | Operating earnings, as defined above, were $703 million 

the annual reports of Power Financial, Lifeco, Great-West _ in 2002, compared with $646 million in the previous year. 

Life, London Life, Investors Group and Pargesa are available | The variance in operating earnings primarily reflects a 

from the Secretary of each of these corporations or from the $98 million increase in the share of operating earnings from 

Secretary of Power Corporation. _ subsidiaries, mainly attributable to Power Financial, partly 


_ offset by a decrease of $41 million in results from corporate 
Presentation of Financial Results activities. After deducting preferred dividends, which 
In analysing the financial results of the Corporation, in which | amounted to $22 million in 2002 and $12 million in 2001, 


its principal subsidiaries, Lifeco and Investors Group, are operating earnings per participating share were $3.07 in 
accounted for on an equity basis, net earnings are subdivided | 2002, compared with $2.87 per share in 2001, an increase 
into the following components: of 7.0 per cent. 

_ Consolidated revenues for the year ended December 31, 
* operating earnings, which include the Corporation's share | 2002 were $19.0 billion, compared with $18.3 billion in 


of earnings of its subsidiaries and affiliate before non- 2001. This increase is primarily due to an increase in premi- 
recurring items, as well as results from corporate activities. | um income. Consolidated expenses were $16.8 billion in 

In order to provide a more accurate basis for comparison 2002, compared with $16.6 billion in 2001. 

in analysing operating activities, given the introduction of | Consolidated assets and assets under administration of 
new rules under which goodwill is no longer amortized, the Power Corporation group of companies stood at 
operating earnings for 2001 are presented before $175 billion at the end of 2002 (2001 — $183 billion). 
amortization of goodwill (which primarily represented | Power Corporation's consolidated assets were $70.1 billion 
the Corporation's share of goodwill recorded by its at year-end 2002, as against $68.7 billion at the end 


subsidiaries); of 2001. 


Earnings Summary 


December 31 (in millions of dollars, except per share amounts) 2002 2001 

Total per share Total" — per share % 
Operating earnings 703 3.07 646 2.87 7.0 
Goodwill amortization (75) (0.34) 
Share of specific charges (128) (0.58) 
Other income (58) (0.26) 175 0.79 
Net earnings 645 2.81 618 2.74 


RR RRR RR 


(1) before dividends on preferred shares, which amounted to $22 million in 2002 (2001 — $12 million). 


10 


POWER CORPORATION OF CANADA 


Assets under administration decreased to $104.5 billion at 
the end of 2002 from $113.9 billion in 2001. These include 
segregated funds of Lifeco which are predominantly used to 
fund pension plan obligations of policyholders and provide 
clients with a vehicle for investing in group and individual 
savings plans. The market value of these segregated funds was 
$36.0 billion at December 31, 2002 (2001 — $38.9 billion). 
Investors Group’s mutual fund assets, at market value, were 
$68.4 billion at the end of 2002, compared with $75.0 bil- 
lion at the end of 2001. Mutual fund assets consist of clients’ 
assets invested in proprietary mutual funds and other co- 
branded funds. Lifeco and Investors Group earn fee income 
from the management and administration of these assets. 


Operating Earnings 


Share of operating earnings of subsidiaries 

Power Corporation's share of operating earnings from its 
subsidiaries increased from $598 million to $696 million or 
16.4 per cent year over year. 

As in previous years, Power Financial was the major con- 
tributor to the increase in the share of operating earnings. 
Complementary information on the results of Power 
Financial and its subsidiaries and affiliate can be found below 
in the appropriate sections of the discussion and analysis. 


Corporate results 

In 2002, results from corporate activities constituted a profit 
of $7 million, as compared with a profit of $48 million in 
2001. Results from corporate activities consist of income 
from investments, operating expenses, depreciation and 
income taxes. 

Income from investments, which includes gains recorded 
on the sale of marketable securities, decreased significantly in 
2002 compared with 2001. As reported in the past, in previ- 
ous years the Corporation received distributions in kind from 
certain investment funds. These distributions generally con- 
sisted of securities of companies in the high technology 
sector. These securities were sold over time and, overall, the 
Corporation generated significant gains therefrom. These 
gains were achieved either from direct sales or through a 
hedging program which was put in place by the Corporation 
in order to minimize risk. Most of these hedges matured in 
2000 and 2001, with a small balance maturing early in 2002. 
In 2002, the Corporation received very few securities pur- 
suant to such distributions. These securities were sold when 
received. As a consequence, gains recorded in 2002 from this 
activity were much lower than in 2001 and 2000. 


Operating earnings per share 


On a per participating share basis, growth in operating earn- 

ings also reflects the impact of higher dividends paid on the 

_ Corporation’s preferred shares, mainly as a consequence of 
the issuance at the end of 2001 of First Preferred Shares, 
Series B. Dividends related to the First Preferred Shares, 

_ Series C had little impact on income in 2002, since this new 

series of preferred shares was issued late in 2002. 


Goodwill amortization 

Goodwill resulted in an expense of $75 million or $0.34 per 
share in 2001. Effective January 1, 2002, goodwill is no 
longer amortized under new Canadian accounting standards. 


Goodwill amortization in 2001 consisted primarily of the 
Corporation’s share of goodwill amortization expense record- 
_ ed by Power Financial’s subsidiaries and affiliate. 


| Share of specific charges 
In 2001, Power Corporation’s share of specific charges 
recorded by Lifeco, relating to Alta in the first half of the year 
and to a claims provision resulting from the September 11, 
2001 events in the third quarter, amounted to $128 million 

_ or $0.58 per share. 


Other income 
Other income of a non-recurring nature was a net charge of 
$58 or $0.25 per share in 2002, compared with a profit of 
$175 million or $0.79 per share in 2001. 
In 2002, other income represents primarily the 
Corporation's share of Power Financial’s other income, which 
| relates principally to non-operating items recorded within the 
| Pargesa group, principally by Bertelsmann. 
In 2001, the major component was Power Corporation's 
| share of Power Financial’s other income, which consisted pri- 
_ marily of the dilution gain resulting from the issuance of 
common shares by Investors Group in connection with the 
acquisition of Mackenzie, partially offset by Power Financial’s 


net share of a restructuring charge related to this acquisition, 
and, to a lesser extent, its share of non-operating earnings 
recorded within the Pargesa group. Power Corporation's other 
_ income also included its share of net gains recorded by PTIC, 


as well as its share of costs related to an outsourcing contract 


signed by La Presse, Ltée. 


Assets and Liabilities 
- Cash and cash equivalents, composed of high-quality finan- 


_ cial instruments, amounted to $540 million at year-end, as 

_ compared with $386 million at the end of 2001 (these figures 
exclude cash held by the principal subsidiaries, when 

_ accounted for on an equity basis). The increase in year over 

_ year cash position results primarily from the issuance in 

_ December 2002 of Non-Cumulative First Preferred Shares, 
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Series C for gross proceeds of $150 million and net proceeds 
of approximately $147 million. 

The carrying value of the Corporation's investments in 
its subsidiaries, Power Financial, PTIC and Gesca, when 
accounted for under the equity method, increased to 
$4.1 billion in 2002 from $3.6 billion at the end of 
2001.The net increase results primarily from (i) the share of 
net earnings from subsidiaries, net of dividends received, for 
an amount of $393 million, and (ii) the positive net variation 
of foreign currency translation adjustments for $114 million. 

Other investments amounted to $678 million at the end 
of 2002, compared with $628 million in 2001. Included in 
these amounts were $434 million in marketable securities 
($436 million in 2001), and $203 million in investment 
funds ($147 million in 2001). As in the previous year, the 
most significant investment was the 4.6 per cent interest in 
CITIC Pacific Ltd., at a cost of $434 million at year-end 
(unchanged). 

In the course of its operations, the Corporation uses deriv- 
ative financial instruments from time to time. Although the 
use of derivative financial instruments is not restricted to 
hedging transactions, the principal objective in using such 
financial instruments is to protect the value of assets and/or 
expected cash-flows, and accordingly, either to hedge foreign 
currency fluctuations on its holdings of foreign currency 
denominated temporary investments or marketable securities, 
or to hedge the value of marketable securities included in 
other investments. The use of financial instruments is moni- 
tored on an ongoing basis by senior management and report- 
ed to the Audit Committee on a quarterly basis. Such trans- 
actions are entered into with highly rated financial 
institutions. 


Liquidity and Capital Resources 

In the course of managing its cash and cash equivalents, the 
Corporation may invest in foreign currencies and thus be 
exposed to fluctuations in exchange rates. As reported above, 
in order to protect against such fluctuations, the Corporation 
enters into currency hedging transactions from time to time 
with highly rated financial institutions. At December 31, 
2002, 94 per cent of cash and cash equivalents were denomi- 
nated in Canadian dollars or in foreign currencies combined 
with currency hedges. 


Independent Ratings of Power Corporation 
As of December 31, 2002 


Preferred shares 


Cash requirements for the payment of dividends are met 
by dividend income from the subsidiaries, interest and divi- 
dends on cash and cash equivalents, and, when required, the 


 Corporation’s cash. The total annual dividends declared on 


the participating shares of Power Corporation increased from 


_ 67.50 cents in 2001 to 79.375 cents in 2002. 


Shareholders Equity 
Shareholders’ equity at the end of 2002 was $5.4 billion, 


| compared with $4.7 billion at the end of 2001. The 


Corporation is predominantly capitalized by participating 


_ shares (which include both the Subordinate Voting Shares 


and the Participating Preferred Shares). 

As previously reported, in December 2002 the 
Corporation issued $150 million of 5.80% Non-Cumulative 
First Preferred Shares, Series C consisting of 6,000,000 shares 
issued at $25.00 per share. Dividends on the Series C First 


_ Preferred Shares are $1.45 per share per annum, payable 


quarterly. These shares are perpetual and may be redeemed 
for cash by the Corporation on and after December 6, 2007, 


_ in whole or in part, at fixed prices declining from $26.00 per 


share to $25.25 per share if redeemed prior to December 6, 


- 2011, and at $25.00 per share thereafter. 


Additionally, at year-end there were 6,000,000 5.60% 
Non-Cumulative First Preferred Shares, Series A outstanding 
(stated value $150 million); 8,000,000 5.35% Non- 
Cumulative First Preferred Shares, Series B outstanding 


(stated value $200 million); and 1,059,878 Cumulative 


Redeemable First Preferred Shares, 1986 Series outstanding 
with a stated value of $53 million (during the year, the 
Corporation purchased 80,000 of these shares for 


_ cancellation). 


Dominion Bond Rating Service 


Participating shareholders’ equity amounted to $4.8 bil- 
lion at the end of 2002, up from $4.3 billion a year ago. The 
increase in participating shareholders’ equity is mainly due to: 


* an increase in retained earnings, in the amount of 


$426 million; and 


a net $114 million increase in foreign currency translation 
adjustments. These adjustments relate primarily to the 
Corporation's indirect investment, through Power 


Financial, in Pargesa and in GWL&A. 


Standard & Poor's Corporation 


Cumulative Pfd-2 (high) Canadian scale P-1 (low)/ 
| Global scale A- 

Non-cumulative Pfd-2 (high) n Canadian scale P-1 (low)/ 
Global scale A- 
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Book value per participating share was $21.76 at the end (c) 
of 2002, compared with $19.38 per share at the end of 2001. 
In 2002, the Corporation issued 1,022,600 Subordinate 
Voting Shares pursuant to the terms of the Executive Stock 
Option Plan, resulting in an increase in stated capital of 
$9 million. A total of 721,830 shares were issued in 2001, for 
an increase in stated capital of $7 million. 
Following the announcement made by Lifeco, on 
February 17, 2003, of its offer to purchase 100 per cent of 
Canada Life Financial Corporation (Canada Life) (see below 
under Subsequent Events), Dominion Bond Rating Service 
(DBRS) placed all ratings for Power Corporation “Under 
Review with Negative Implications”, while Standard & Poor's 
(S&P) placed all ratings of Power Corporation under “Credit — (d) 
Watch with Negative Implications”. 
Upon completion of the acquisition of Canada Life by 
Lifeco, it is expected that DBRS will reduce the ratings by 
one notch and the Corporation will be removed from the 
current “Under Review” status. It is expected that S&P will 
also lower its ratings of Power Corporation by one notch. 


Subsequent Events 

(a) On February 17, 2003, Lifeco made an offer to pur- 
chase 100 per cent of Canada Life. The Board of 
Directors and management of Canada Life recom- 
mended acceptance of the Lifeco offer. Please refer to 
additional comments on the offer in the Directors’ 


Report to Shareholders. 


(b) On February 24, 2003, Power Financial announced the 
issue of $200 million of 6.00% Non-Cumulative First 
Preferred Shares, Series | and $150 million of 4.70% 
Non-Cumulative First Preferred Shares, Series J as well 
as $250 million of 6.90% Debentures due March 11, 
2033 and issued at 99.824% of par. The Series I First 
Preferred Shares are “perpetual” preferred shares, while 
the Series J First Preferred Shares are 10-year “soft 
retractable” preferred shares. Closing of these offerings 
took place on March 11, 2003. The net proceeds of 
these offerings will be used by Power Financial to sup- 
plement its financial resources and for general corpo- 
rate purposes, and to assist Power Financial in the 
financing of the acquisition of Canada Life by Lifeco. 
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On February 26, 2003, Investors Group announced 
the issue of $300 million principal amount of deben- 
tures, in two series of $150 million principal amount 
each. The first tranche bears interest at a rate of 6.58 
per cent and will mature March 7, 2018. The second 
tranche bears interest at a rate of 7.11 per cent and will 
mature March 7, 2033. Closing took place on March 
5, 2003. The net proceeds of the issue will be used for 
debt repayment and for general corporate and invest- 
ment purposes including the announced purchase of 
treasury shares of Lifeco in connection with the acqui- 
sition of Canada Life. 


On March 6, 2003, Lifeco issued an aggregate 

$600 million principal amount of debentures in two 
series. The first consists of $200 million principal 
amount of debentures bearing interest at a rate of 
6.14 per cent and maturing March 21, 2018. The 
second tranche consists of $400 million principal 
amount, bears interest at a rate of 6.67 per cent and 
will mature March 21, 2033. Closing took place on 
March 21, 2003. The net proceeds of the issue will 
be used for general corporate purposes, and will assist 
in the financing of the proposed acquisition of 


Canada Life. 


POWER CORPORATION OF CANADA 


Condensed Supplementary Financial Statements December 31 (in millions of dollars) 


2002 2001 
Condensed Statements of Earnings 
Share of earnings of subsidiaries, before goodwill amortization and non-recurring items 696 598 
Corporate activities 7 48 
Operating earnings, before goodwill amortization and non-recurring items 703 646 
Amortization of goodwill (75) 
Share of specific charges (128) 
Other income, net of income taxes (58) tee 
Net earnings 645 618 
Earnings per participating share (in dollars) 
Operating earnings, before goodwill amortization and non-recurring items 3.07 2.87 
Net earnings 2.81 2.14 
Condensed Balance Sheets 
Cash and cash equivalents 540 386 
Investments 
Subsidiaries and affiliate at equity 4,086 3,596 
Other 678 628 
4,764 4/224 
Other assets | . 223 228 
Total assets 5,527 4838 
Accrued liabilities and other 140 146 
Shareholders’ equity 
Non-participating shares 553 407 
Participating shareholders’ equity 4,834 4,285 
a 5,387 4,692 
Total liabilities and shareholders’ equity 5,527 4,838 


POWER CORPORATION OF CANADA 
Share of Earnings of Subsidiaries, 


POWER CORPORATION OF CANADA before Goodwill Amortization and 
Shareholders’ Equity Non-Recurring Items 
(in billions of dollars) (in millions of dollars) 
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Readers are referred to the condensed Supplementary Financial 
Statements of Power Financial further in this annual report. 
The Supplementary Financial Statements identify the sources 
of the earnings, assets and liabilities of the corporation. 


Presentation of Financial Results 

In analysing the financial results of the corporation, in which 
its principal subsidiaries, Lifeco and Investors Group, are 
accounted for on an equity basis, net earnings are subdivided 
into the following components: 


* operating earnings, which include the corporation’s share 
of earnings of its subsidiaries and affiliate before non- 
recurring items, as well as results from corporate activities. 
In order to provide a more accurate basis for comparison 
in analysing operating activities, given the introduction 


of new rules under which goodwill is no longer amortized, | 


operating earnings for 2001 are presented before amorti- 
zation of goodwill (which primarily represented the 
corporation’s share of goodwill recorded by its 
subsidiaries); 


* goodwill amortization, which applies only to 2001; and 
* other income. 


Results for 2001 also included Power Financial’s share of 
specific charges recorded by Lifeco in the first half of the year 
relating to Alta, a subsidiary of GWL&A, and to claims 
provisions for the U.S. events of September 11, 2001. 


Highlights 

In 2002, net earnings of Power Financial were $988 million, 
compared with $879 million in 2001. On a per share basis, 
earnings per common share were $2.72 in 2002, compared 
with $2.44 in 2001. 


Operating earnings, as defined above, were $1,074 million 

_ in 2002, compared with $906 million in the previous year. 
The share of operating earnings from subsidiaries and affiliate 
grew by $173 million over 2001, or 18.9 per cent. After 
deducting preferred dividends, which represented $45 mil- 
lion in 2002 and $32 million in 2001, operating earnings per 
common share were $2.97 in 2002, compared with $2.53 in 
2001, an increase of 17.4 per cent. 

Consolidated revenues for the year ended December 31, 
2002 were $18.6 billion, compared with $17.9 billion in 
2001. This increase is primarily due to an increase in 
premium income. Consolidated expenses were $16.4 billion 

| in 2002, compared with $16.2 billion in 2001. 
Consolidated assets and assets under administration of the 
Power Financial group of companies stood at $173 billion at 
the end of 2002 (2001 — $181 billion). 
Power Financial and its subsidiaries held corporate assets 
of $68.3 billion at year-end 2002, as against $67.1 billion at 
the end of 2001. 

| Assets under administration decreased to $104.5 billion at 
the end of 2002 from $113.9 billion in 2001. These include 
segregated funds of Lifeco, which are predominantly used to 


fund pension plan obligations of policyholders and provide 
clients with a vehicle for investing in group and individual 
savings plans. The market value of these segregated funds was 
$36.0 billion at December 31, 2002 (2001 — $38.9 billion). 
Investors Group’s mutual fund assets, at market value, were 
$68.4 billion at the end of 2002, compared with $75.0 bil- 
_ lion at the end of 2001. Mutual fund assets consist of clients’ 
__ assets invested in proprietary mutual funds and other co- 
_ branded funds. Lifeco and Investors Group earn fee income 
from the management and administration of these assets. 
Power Financial’s share of operating earnings from its sub- 
_ sidiaries and affiliate totalled $1,087 million, as compared 
with $914 million in 2001, for an increase of 18.9 per cent 
year over year. 
The corporation’s share of operating earnings of Lifeco 
and Investors Group (which from April 20, 2001 included 
_ the results of Mackenzie) increased by $132 million year 


| Over year. 

Earnings Summary air 
December 31 (in millions of dollars, except per share amounts) 2002 2001 

Total — per share Total) per share % 
Operating earnings 1,074 2.97 906 2.53 17.4 
Goodwill amortization (107) (0.31) 
Share of specific charges (189) (0.55) 
Other income (86) (0.25) 269 0.77 
Net earnings 988 2.72 879 2.44 


(1) before dividends on preferred shares, which amounted to $45 million in 2002 (2001 — $32 million). 
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The contribution from Investors Group also includes the 
effect of a change in accounting estimates related to com- 
mission expenses effective April 1, 2001, which reduced 
Investors Group’s expenses and increased its earnings in 2002 
by $20 million after tax. 

Parjointco’s contribution to operating earnings amounted 
to $80 million in 2002, as compared with $39 million in 
2001 and includes the effect of adjustments related to good- 
will amortization expense, as explained previously. Operating 
earnings in 2002 also include the impact of higher dividends 
received by Groupe Bruxelles Lambert (GBL) from its hold- 
ings in TotalFinaElf and Suez (which are accounted for at 
cost), as well as that portion of the preferred dividend 
received from Bertelsmann which has not been eliminated 
from GBLs earnings. 

Readers are referred to the sections on Lifeco, Investors 
Group and Pargesa in this analysis for further discussion of 
the operating results of these entities. 


Corporate Results 
The net contribution from corporate activities in 2002 con- 
sisted of a charge of $13 million, as compared with a charge 
of $8 million in 2001. Results from corporate activities 
include income from investments, interest on debt, operating 
expenses, depreciation and income taxes. 

In July 2002, the corporation redeemed all of its then out- 
standing Variable Rate Exchangeable Debentures, due 
April 30, 2014. The principal amount outstanding at that 
time was approximately $105 million. Pursuant to their 
rights under the terms of the trust indenture governing the 
Exchangeable Debentures, the holders of all the outstanding 
debentures exercised their rights to receive a specified 
number of shares of BCE Inc. (BCE) and Nortel Networks 
Corporation (Nortel) held by the corporation and, as a result, 
the corporation delivered to such holders 5,465,742 shares 
of BCE and 8,583,325 shares of Nortel, with an aggregate 
carrying value of approximately $103 million. This resulted 
in a reduction of both interest expense and dividends 
received, as well as the recording of a gain of approximately 
$2 million. 


_ Operating earnings per share 


On a per common share basis, growth in operating earnings 


_ also reflects the impact of higher dividends paid on the 


corporations preferred shares as a consequence of the issuance 
of First Preferred Shares Series E and Series F in November 
2001 and July 2002, respectively. Dividends related to the 
First Preferred Shares, Series H had little impact on income 
in 2002, since this new series of preferred shares was issued 


Dare 2002, 


~ Goodwill amortization 
_ Goodwill resulted in an expense of $107 million or $0.31 per 


common share in 2001. Effective January 1, 2002, goodwill 


_ is no longer amortized under new Canadian accounting 


standards. 
Goodwill amortization in 2001 consisted primarily of the 
corporation's share of goodwill amortization expense recorded 


_ by its subsidiaries and affiliate. 


Share of specific charges 


_ In 2001, Power Financial’s share of specific charges recorded 


by Lifeco, relating to Alta in the first half of the year and to 
a claims provision resulting from the September 11, 2001 
events in the third quarter, amounted to $189 million or 


$0.55 per share. 


Other income 
Other income of a non-recurring nature was a net charge of 


| $86 million or $0.25 per share in 2002, compared with a 
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profit of $269 million or $0.77 per share in 2001. 

In 2002, other income represents principally the corpora- 
tion’s share of non-operating items recorded within the 
Pargesa group. This charge reflects primarily the impact of 
the €1.3 billion reduction recorded by Bertelsmann in the 
carrying value of its investment in Zomba. 

In 2001, other income included primarily the $231 mil- 
lion dilution gain recorded by the corporation as a conse- 
quence of the decrease of its ownership in Investors Group 
resulting from the acquisition of Mackenzie (Investors Group 
issued common shares to third parties at a price above book 
value); this gain was partly offset by Power Financial’s share 
($34 million on an after-tax basis) of the special charge 
recorded by Investors Group in connection with the 
Mackenzie transaction. Also included in other income was 
the corporation's share of non-recurring items recorded 
within the Pargesa group. 


POWER FINANCIAL CORPORATION 


Assets and Liabilities 

Cash and cash equivalents, composed of high-quality finan- 
cial instruments, amounted to $753 million at year-end, as 
compared with $430 million at the end of 2001 (excluding 
cash held by principal subsidiaries, when accounted for on an 
equity basis). In 2002, the corporation issued two additional 
series of “perpetual”, non-cumulative first preferred shares, 
for gross proceeds of $300 million ($150 million for each 

of the Series F, issued in July, and the Series H, issued in 
December). Net proceeds to the corporation were $291 mil- 
lion. As stated in the short form prospectus, the corporation 
intends to use net proceeds resulting from the issuance of 
First Preferred Shares, Series H to redeem the outstanding 
First Preferred Shares, Series B, which have a stated value of 
$150 million. 

The carrying value of the corporation’s investments in its 
subsidiaries, Lifeco and Investors Group, when accounted for 
under the equity method, and the affiliate, Parjointco, 
increased to $6.4 billion in 2002, from $5.6 billion at the 
end of 2001.The net increase results primarily from (i) the 
share of net earnings from subsidiaries and affiliate, net of 
dividends received, for an amount of $566 million, and 
(ii) the positive net variation of foreign currency translation 
adjustments (related principally to the corporation's indirect 
investments in GWL&A and Pargesa) for $193 million. 

Other investments were $5 million at the end of 2002, 
compared with $108 million in 2001. The $103 million 
decrease represents the carrying value of the BCE and Nortel 
shares, which were delivered in connection with the redemp- 
tion of all of the Exchangeable Debentures, which had a 
carrying value of $105 million. 

Other long-term debt represents the $150 million 
principal amount of 7.65% 10-year debentures issued on 
January 5, 1996 to fund the early redemption of SF120 mil- 
lion of bonds that were initially due in March 1997. The 
$150 million principal amount was swapped in 1996 into 
SF127 million at a rate of interest of 4.43 per cent. 


_ Liquidity and Capital Resources 


In the course of managing its own cash and cash equivalents, 
the corporation may invest in foreign currencies and thus be 


_ exposed to fluctuations in exchange rates. In order to protect 


against such fluctuations, the corporation enters into curren- 
cy hedging transactions from time to time with highly rated 
financial institutions. At December 31, 2002, 100 per cent 


_ of cash and cash equivalents were denominated in Canadian 


dollars or in foreign currencies combined with currency hedges. 

Cash requirements for the payment of dividends are met 
by dividend income from the subsidiaries and affiliate, return 
on cash and cash equivalents, and, when required, the 
corporation's cash. Total dividends declared on common 
shares of Power Financial increased from 88 cents in 2001 to 
$1.04 in 2002. The holders of common shares of the 
corporation benefited from increased dividends from the sub- 
sidiaries and affiliate. 


Shareholders Equity 

As previously reported, the corporation issued two new series 
of first preferred shares in 2002, for aggregate gross proceeds 
of $300 million. Both series of preferred shares are “perpetu- 
al” and non-cumulative. 


/¢ The $150 million 5.90% First Preferred Shares, Series F 


consisted of 6,000,000 shares issued at $25.00 per share. 
Dividends on the First Preferred Shares, Series F are 
$1.475 per share per annum, payable quarterly. These 
shares may be redeemed for cash by the corporation on 
and after July 17, 2007, in whole or in part, at fixed prices 
declining from $26.00 per share to $25.25 per share, if 
redeemed prior to July 17, 2011, and at $25.00 per share 
thereafter. 


Dividends 

For the years ended December 31 2002 2001 

(per share) Current annualized Cash Cash 
dividend ") dividend dividend 

Great-West Lifeco Inc. (C$) 1.08 0.945 0.78 

Investors Group Inc. (C$) 0.96 0.86 0.73 

Pargesa Holding S.A. — bearer share (SF) 86 80 75 


(1) Lifeco and Investors Group: based on the quarterly dividend declared in January 2003. Pargesa dividend to be approved at the May 2003 Annual General Meeting. 
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¢ The $150 million 5.75% First Preferred Shares, Series H, Following the announcement made by Lifeco, on 
consisted of 6,000,000 shares issued at $25.00 per share. | February 17, 2003, of its offer to purchase 100 per cent of 
Dividends on the First Preferred Shares, Series H are | Canada Life (see below under Subsequent Events), DBRS 
$1.4375 per share per annum, payable quarterly. These | placed all ratings for Power Financial “Under Review with 
shares may be redeemed for cash by the corporation on _ Negative Implications”, while S&P’s placed all ratings 
and after December 10, 2007, in whole or in part, at fixed — of Power Financial, except for the Canadian rating for the 
prices declining from $26.00 per share to $25.25 per _ preferred shares, under “CreditWatch with Negative 
share, if redeemed prior to December 10, 2011, and at | Implications”. 
$25.00 per share thereafter. Upon completion of the acquisition of Canada Life by 


_ Lifeco, DBRS has indicated that it expects that the ratings 
Shareholders’ equity at the end of 2002 was $6.9 billion, | will be reduced by one notch and will be removed from the 

up from $5.8 billion at the end of the previous year. The current “Under Review” status. In addition, S&P has stated 

increase is primarily due to: that it expects that while the Canadian rating for the pre- 

_ ferred shares will not be affected, the global rating for pre- 

¢ the issuance of First Preferred Shares, Series Fand H, with _ ferred shares, as well as the rating for the debentures, will be 
an aggregate stated value of $300 million; _ lowered by one notch. 


* an increase in retained earnings in the amount of 


$556 million; and 


* anet $170 million increase in foreign currency translation _ 
adjustments. These adjustments relate primarily to the 
corporation's investment in Pargesa, partly hedged by the 
swapped $150 million debt, and to its indirect investment | 
in GWL&A. 


Book value per common share was $16.73 at the end of 
2002, compared with $14.65 per share at the end of 2001. 

In 2002, the corporation issued 155,000 common shares 
pursuant to the terms of the Employee Stock Option Plan, 
resulting in an increase in stated capital of $1 million. A total 
of 132,000 shares were issued in 2001, for an increase in 


stated capital of $1 million. 
In 2001, the corporation purchased and cancelled 
483,300 common shares for an aggregate amount of $15 mil- | 


| 


i} 
} 


lion under the corporation’s Normal Course Issuer Bid. 


Independent Ratings of Power Financial 


As of December 31, 2002 Dominion Bond Rating Service Standard & Poor's Corporation 
Senior debentures AA (low) “Tes - AA- — | a 
Preferred shares 
Cumulative Pfd-1 (low) Canadian scale P-1 (low)/ 
Global scale A 
Non-cumulative Pfd-1 (low) n Canadian scale P-1 (low)/ 
Global scale A 
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Subsequent Events (c) 


(a) 


(b) 


On February 17, 2003, Lifeco made an offer to pur- 
chase 100 per cent of Canada Life. The Board of 
Directors and management of Canada Life recom- 
mended acceptance of the Lifeco offer. Please refer to 
additional comments on the offer in the Directors’ 


Report to Shareholders. 


On February 24, 2003, the corporation announced the 
issue of $200 million of 6.00% Non-Cumulative First 
Preferred Shares, Series I and $150 million of 4.70% 
Non-Cumulative First Preferred Shares, Series J, as well 
as the issue of $250 million of 6.90% Debentures due (d) 
March 11, 2033, issued at 99.824% of par. The First 
Preferred Shares, Series I are “perpetual” preferred 
shares, while the First Preferred Shares, Series J are 
10-year “soft retractable” preferred shares. Closing of 
these offerings took place on March 11, 2003. The net 
proceeds from these offerings will be used by the 
corporation to supplement its financial resources and 
for general corporate purposes, and to assist the 
corporation in the financing of the acquisition of 


Canada Life by Lifeco. 
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On February 26, 2003, Investors Group announced 
the issue of $300 million principal amount of deben- 
tures, in two series of $150 million principal amount 
each. The first tranche bears interest at a rate of 

6.58 per cent and will mature March 7, 2018. The 
second tranche bears interest at a rate of 7.11 per cent 
and will mature March 7, 2033. Closing took place on 
March 5, 2003. The net proceeds of the issue will be 
used for debt repayment and for general corporate and 
investment purposes including the announced pur- 
chase of treasury shares of Lifeco in connection with 
the acquisition of Canada Life. 


On March 6, 2003, Lifeco issued an aggregate 

$600 million principal amount of debentures, in two 
series. The first tranche consists of $200 million princi- 
pal amount of debentures bearing interest at a rate of 
6.14 per cent and maturing March 21, 2018. The 
second tranche consists of $400 million principal 
amount, bears interest at a rate of 6.67 per cent and 
will mature March 21, 2033. Closing took place 

on March 21, 2003. The net proceeds of the issue will 
be used for general corporate purposes and will assist 
in the financing of the proposed acquisition of 


Canada Life. 
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(In this section of the analysis, the principal subsidiaries are accounted for on an equity basis.) 


Condensed Supplementary Financial Statements December 31 (in millions of dollars) 


2002 2001 

Condensed Statements of Earnings 
Share of earnings of subsidiaries and affiliate, before goodwill amortization and non-recurring items 1,087 914 
Corporate activities (13) (8) 
Operating earnings, before goodwill amortization and non-recurring items 1,074 906 
Amortization of goodwill (107) 
Share of specific charges (189) 
Other income, net (86) 269 
Net earnings | 988 879 
Earnings per share (in dollars) 

Operating earnings, before goodwill amortization and non-recurring items 2.97 Ie 

Net earnings 2.72 2.44 
Condensed Balance Sheets 
Cash and cash equivalents 753 430 
Investments 

Subsidiaries and affiliate at equity 6,387 5,647 

Other 5 108 
Future income taxes 17 17 
Other assets 45 67 
Total assets : ; 7,207 6,269 
Accrued liabilities and other 202 186 
Exchangeable debentures 105 
Other long-term debt 150 150 
Shareholders’ equity 

Preferred shares 1,050 750 

Common shareholders’ equity 5,805 5,078 

ae 6,855 5,828 

Total liabilities and shareholders’ equity 7,207 6,269 


POWER FINANCIAL CORPORATION POWER FINANCIAL CORPORATION 
Shareholders’ Equity Annualized Dividend at Year-End 
(in billions of dollars) (in cents per share) 
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Readers are referred to the Condensed Supplementary Financial 
Statements of Lifeco further in this report. 


As of the end of 2002, through its direct interest of 

78.5 per cent and Investors Group’s interest of 4.4 per cent, 
Power Financial holds an economic interest of 80.9 per cent 
in Lifeco. Power Financial holds, directly and indirectly, 

65 per cent of the voting rights attached to all outstanding 
Lifeco voting shares. 

Lifeco controls a 100 per cent voting interest in GWL&A 
and Great-West Life, which in turn controls a 100 per cent 
voting interest in London Life. In Canada, through Great- 
West Life and its major subsidiary London Life, and in the 
United States through GWL&A, a wide range of life and 
health insurance, and retirement and investment products are 
sold to individuals, businesses and other private and public 
organizations. As well, as part of Canadian operations, 
Great-West Life offers reinsurance in specific niche markets 
in the United States and Europe through its subsidiary, 
London Reinsurance Group Inc. (LRG). 


Highlights of Operating Results 

Lifeco’s net income attributable to common shareholders 
was $931 million or $2.53 per common share for the 

twelve months ended December 31, 2002, compared with 
$515 million or $1.39 per share a year ago. 2001 results 
included non-recurring charges of $304 million made up of: 
$66 million related to goodwill amortization; $73 million 
from the events of September 11, 2001 associated with rein- 
surance operations; and $165 million associated with a 

USS. subsidiary of GWL&A. After adjusting 2001 for non- 
recurring charges, net income per common share of $2.53 is 
up 15% over the comparable 2001 results. 


Ratings of Major Subsidiaries of Lifeco 


Rating Agency Measurement 


A.M. Best Company 

Performance 
Claims Paying Ability 
Debt Rating 


Dominion Bond Rating Service 


Fitch Ratings 

Moody's Investors Service 

Standard & Poor's Corporation 
Debt Rating 


* Highest rating available 
All credit ratings of Lifeco and its major subsidiaries were reviewed during 2002. 


Total premium income, including self-funded premium 


| equivalents and segregated fund deposits, decreased 3 per 


cent overall. Within this result, traditional life and annuity 
premiums were up 3 per cent, reinsurance premiums were up 
14 per cent over 2001, and fee-based products down 9 per 
cent. Fee and other income was down 3 per cent from 2001. 
Capital stock and surplus increased to $4.7 billion at 
December 31, 2002 from $4.4 billion at year-end 2001. 


| During 2002, Lifeco paid dividends of $0.945 per common 


share, for a total dividend of $348 million for the year. This 
represents a dividend payout ratio of 37.4 per cent of 2002 


_ earnings (2001 — 35.3 per cent before non-recurring charges), 


and a 2002 dividend yield (dividends as a percentage of aver- 
age high and low market prices) of 2.6 per cent (2001 — 

2.2 per cent). Book value per common share was $11.68 

at December 31, 2002, compared with $10.47 at 


_ December 31, 2001. 


Financial Position 
Total assets and assets under administration were 


| $96.1 billion at year-end 2002, a decrease of $1.9 billion 


from 2001. Assets under administration include segregated 
funds of $36.0 billion at December 31, 2002, compared with 


| $38.9 billion at the end of 2001. 


Obligations to policyholders made up 91 per cent of total 
liabilities at the end of 2002 (90 per cent at year-end 2001). 


_ The valuation of policy liabilities is certified by the Actuary 
| of Great-West Life and the Actuary of GWL&A as being in 


accordance with accepted actuarial practices. 
Total capital and surplus (including non-controlling inter- 


_ ests) of $6.8 billion at December 31, 2002 was 12.7 per cent 


of total liabilities, compared with $6.3 billion or 12.0 per 
cent in 2001. It is Lifeco’s intention to maintain surplus 


_ ratios in its operating subsidiaries at levels sufficient to pro- 


Insurer Financial Strength 
Insurance Financial Strength 
Insurer Financial Strength 


vide assurance of policyholder security and to maintain its 
superior credit ratings. 


Financial Condition and Operating 


Ratings 
Great- London 
Lifeco West Life Life GWL&A 
A++* A++* A++* 
IC-1* IC-1* 
AA (low) 
AA+ AA+ AA+ 
Aa2 Aa2 Aa2 
AA+ AA+ AA+ 
AA- 


Following the announcement by Lifeco on February 17, 2003, of its agreement to purchase 100 per cent of Canada Life, the major rating agencies placed ratings 
of Lifeco and its major subsidiaries “Under Review” or on “CreditWatch with Negative Implications”. This action is not unusual in a large transaction. 
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Selected Consolidated Financial Information (in millions of dollars, except per common share amounts) 


For the years ended December 31 


Premiums: 
Life insurance, guaranteed annuities 
and insured health products 
Reinsurance & specialty general insurance 


Self-funded premium equivalents (ASO contracts) 


Segregated fund deposits: ") 
Individual products 
Group products 


Total premiums and deposits 


Fee and other income 
Paid or credited to policyholders 
Net income attributable to: 
Preferred shareholders 
Common shareholders 
2001 adjustments @) 
Goodwill amortization 
Alta 
September 11, 2001 
Adjusted net income common shareholders @) 


Per Common Share 
Basic earnings 
2001 adjustments 
Goodwill amortization 
Alta 
September 11, 2001 
Adjusted basic earnings @) 
Dividends paid 
Book value 


Return on common shareholders’ equity: 
Net income 
Adjusted net income (2) 


At December 31 
Total assets 
Segregated fund assets ") 


Total assets under administration 


Capital stock and surplus 


Canada - 


12,365 1 


420 
8,978 


31 
441 


441 


36,010 
18,504 


2002 2001 
U.S. Total Canada UES Total % Change 
2,989 7,265 3,996 3,026 7,022 3 
3,922 3,455 3,455 14 
8,209 9,564 1,238 8,861 10,099 (5) 
644 2,293 1,586 1736977 2,955 (22) 
3,219 4,382 1,045 3,650 4,695 (7) 
15,061 27,426 11,320 16,906 28,226 (3) 
1,387 1,807 391 1,467 ~—-:1,858 (3) 
3,615 12,593 8,308 3,722 12,030 5 

31 30 1 31 
490 931 249 266 515 81 

62 - 66 

165 165 

73 73 
490 931 384 435 819 14 
2.530 1.387 82 

0.177 

0.444 

0.199 
2.530 2.207 15 
0.945 0.780 21 
11.68 10.47 12 

22.9% 13.7% 

20.8% 
24,061 60,071 34,690 24,469 59,159 2 
17,544 36,048 19,093 19,774 38,867 (7) 
54,514 41,605 96,119 53,783 44,243 98,026 (2) 
4,708 4,397 7 


(1) Segregated fund deposits and self-funded premium equivalents (ASO contracts). The financial statements of a life insurance company do not include the assets, 
liabilities, deposits and withdrawals of segregated funds or the claims payments related to administrative services only (ASO) Group health contracts. However, the 
company does earn fee and other income related to these contracts. Both segregated fund and ASO contracts are an important aspect of the overall business of the 
company and should be considered when comparing volumes, size and trends. 


(2) In addition to net income (Canadian GAAP basis), adjusted net income is presented for information. 2001 results include: 


(1) A charge of $66 million after tax or $0.177 per common share for the year ended December 31, 2001 related to the amortization of goodwill. On 
January 1, 2002, the company stopped amortizing goodwill in accordance with new Canadian Institute of Chartered Accountants standard 3062 Goodwill 
and Other Intangible Assets (see Note 1 of the 2002 financial statements). 
(it) A charge of $165 million after tax or $0.444 per common share related to Alta, an indirect wholly owned subsidiary and part of the company’s 
United States Employee Benefits segment. Return on common shareholders equity is also presented excluding 2001 adjustments. 


(iit) A charge of $73 million after tax or $0.199 per common share from the events of September 11, 2001. 
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The Office of the Superintendent of Financial Institutions 
Canada (OSFI) has specified a capital measurement basis for 
life insurance companies operating in Canada, known as the 
Minimum Continuing Capital and Surplus Requirements 
(MCCSR) and Great-West Life’s ratio is 223 per cent, a very 
solid level for the industry (199 per cent at the end of 2001). 

GWL®&A is subject to comprehensive state and federal 
regulation and supervision throughout the United States, 
where the National Association of Insurance Commissioners 
has adopted risk-based capital rules and other financial ratios 
for life insurance companies. Based on GWL&A’ statutory 
financial reports, GWL&A has risk-based capital well in 
excess of that required by regulation. 


Asset Quality 

At December 31, 2002, exposure to mortgage loans and real 
estate was 17 per cent of invested assets (19 per cent at the 
end of 2001). 

Lifeco’s exposure to non-investment grade bonds was 
2.6 per cent of the portfolio at the end of 2002, up slightly 
from 2.0 per cent at December 31, 2001. 

Non-performing investments, including bonds in default, 
mortgages in the process of foreclosure or in arrears 90 days 
or more, and real estate acquired by foreclosure, totalled 
$139 million or 0.3 per cent of invested assets at 
December 31, 2002, compared with $187 million or 
0.4 per cent a year earlier. Lifeco’s allowance for credit losses 
at December 31, 2002 was $166 million, compared with 
$146 million at year-end 2001. 


Premiums and Deposits — Great-West Life 
Years ended December 31 (in millions of dollars) 


LIFECO INC. 


THE GREAT-WEST LIFE ASSURANCE COMPANY 


The discussion of operating results is followed by a report on 
operations of the Canadian segment of Lifeco, presented in 
terms of the major business units of Great-West Life and its 
subsidiaries, including London Life: 


¢ Group Insurance — life, health and disability insurance 
products for group clients. 


¢ Individual Insurance & Investment Products — life, dis- 
ability and critical illness insurance products for individual 
clients, as well as retirement savings and income products 


for both group and individual clients. 


¢ Reinsurance & Specialty General Insurance — life, prop- 
erty and casualty, accident and health, annuity coinsur- 
ance and specialty general insurance in specific niche 
markets. 


Net income from Great-West Life for 2002 was $472 mil- 
lion, compared with $279 million for 2001. Net income 
attributable to common shareholders was $441 million, up 
from $249 million for 2001. After adjusting 2001 for good- 
will amortization charges of $62 million and charges related 
to the events of September 11, 2001, net income in 2002 


increased 15 per cent. 


Net income in 2002 reflected growth in fee income, 
strong interest margins and favourable morbidity experience. 
The gain on sale of a subsidiary, a reduction in provisions for 
income taxes and an increase in reinsurance actuarial reserves 
related to potential exposures to future reinsurance risks were 
all recognized in 2002, however the net impact of these 
events was not material. 

Total assets under administration in Canada reflect a 
1 per cent growth overall in 2002. 


2002 2001 2002 2001 
Premiums and Deposits % Change Sales % Change 
Group Insurance 3,575 3,264 10 319 305 5 
Individual Operations 
Life Insurance 1,655 1,605 3 108 96 11 
Living Benefits 127 118 8 24 2 
Retirement & Investment Services 3,086 2,878 i 2,992 2,895 3 
Reinsurance & Specialty General Insurance 3,922 3,455 14 3,922 3,455 14 
: 12,365 11,320 9 7365 6,773 9 
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Group Insurance 

Total premiums, which include claims from Administrative 
Services Only (ASO) clients, were up 10 per cent to 

$3.6 billion in 2002. The growth rate was driven by 
improved client persistency in combination with higher sales 
results. Sales results were up a modest 5 per cent, reflecting 
an overall industry decline in new sales on a year over year 
comparison. The strong sales growth experienced in the 
small/mid-sized and large case insured market was offset by 
lower ASO sales, where results fluctuate based on market 
activity and opportunities to acquire new business at sustain- 
able pricing levels. 


Individual Insurance & Investment Products 

Individual Insurance & Investment Products (IIIP) consists 
of three distinct product divisions — Individual Life 
Insurance, Living Benefits and Retirement & Investment 
Services (RIS). Products are distributed through Freedom 55 
Financial and Great-West Life financial security advisers, as 
well as through independent brokers and intercorporate 
agreements with other financial institutions. 

Individual life insurance sales, measured by annualized 
premium, increased by 11 per cent to $108 million in 2002, 
while revenue premium exceeded $1.6 billion. Sales of parti- 
cipating policies increased 28 per cent in 2002, and contin- 
ued strong in the age 50+ wealth management market. Term 
insurance sales increased 1 per cent over 2001 and the com- 
pany’s universal life products sales decreased to $5 million in 
2002 from $6 million in 2001. 

Total sales of disability income products and critical illness 
insurance increased by 9 per cent in 2002, for a total of 
$24 million in new annualized premium. 

The company’s RIS Division experienced mixed sales 
results in 2002 as the difficult market conditions persisted. 
Continued poor equity market performance led to growing 
consumer unease with investment funds and more interest in 
preserving capital and in products with guarantees. 


Premiums and Deposits - GWL&A 
Years ended December 31 (in millions of dollars) 
2002 


Premiums and Deposits 


Employee Benefits 


Group Life & Health 9,786 

Financial Services 
Savings 2,312 
Insurance 757 
401(k) 2,206 
15,061 


LIFECO INC. 


Within this difficult investment climate, total RIS 
Division assets remained stable. According to 2002 mutual 
fund asset statistics published by the Investment Funds 

_ Institute of Canada (IFIC), total Canadian mutual fund 
assets decreased by 8 per cent, while the company’s individual 

_ retail segregated funds grew marginally during the same 
period. 

In 2000, the company established Quadrus Investment 

_ Services (Quadrus) as a mutual fund dealer for Freedom 55 
Financial and Great-West Life investment representatives. 
In 2002, sales of mutual funds through Quadrus increased 
_ 41 per cent, while assets increased 19 per cent over 2001 
levels. By year-end, Quadrus had more than 3,000 licensed 


investment representatives. 


Reinsurance & Specialty General Insurance 
The 2002 results include an after-tax gain of $31 million on 
the sale of a subsidiary, London Guarantee Insurance 
Company, as well as unfavourable reinsurance experience in 
LRG. In 2001, LRG results included a charge of $82 million 
_ after tax, of which $73 million was attributable to common 
shareholders, related to estimated claims provisions from the 
_ events of September 11, 2001. No changes or additions have 
_ been made with respect to this provision to date, and the 
original amount continues to be considered appropriate. 
Premium income for LRG in 2002 increased 17 per cent 
_ over 2001, primarily due to the life line of reinsurance 
business. 


GREAT-WEST LIFE & ANNUITY INSURANCE 
_ COMPANY 
_ The discussion of operating results is followed by a report on 
operations of the United States segment of Lifeco, presented 
in terms of the major business units of GWL&A: 


2001 2002 2001 
% Change Sales % Change 
10,569 (7) 1,176 1,014 16 
1,926 20 779 1,025 (24) 
loud (52) 225 867 (74) 
2,838 (22) 993 1,169 (15) 
16,906 (11) 3,173 4,075 (22) 
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¢ Employee Benefits — life, health and disability insurance 
for small- to mid-sized corporate employers. 


¢ Financial Services — accumulation and payout annuity 
products for both group and individual clients, 401 (k) 
products for group clients, as well as life insurance 
products for individual clients. 


Net income from GWL®&A for 2002 was $490 million, 
compared with $267 million for 2001. After adjusting 2001 
for goodwill amortization charges of $4 million and charges 
of $165 million related to Alta, net income in 2002 increased 
13 per cent. In 2001, a non-recurring charge of $133 million 
after tax and operating losses of $32 million after tax, both 
associated with Alta, were included in GWL&A’s Employee 
Benefits segment results. 

The 2002 earnings result was due to favourable morbidity, 
increased interest margins and expense management, partially 
offset by a decrease in fee income. 

GWL&A recorded $54 million ($35 million, net of tax) 
of restructuring costs in 2002 related to the costs associated 
with the consolidation of benefit payment offices and sales 
offices throughout the United States. The charges relate to 
severance, disposal of furniture and equipment, and termina- 
tion of leasing agreements. 

The 11 per cent decrease in premium income and deposits 
in 2002 comprised a decrease of $783 million in Employee 
Benefits premium income and deposits, and a decrease in 
Financial Services premium income and deposits of 


$1.1 billion. 


Employee Benefits 

The 2002 premiums and deposits for group life and health 
were $9.8 billion, a decrease of 7 per cent from 2001, due to 
lower membership levels. 

Fee income decreased 6 per cent from $1.1 billion in 2001 
to $1.0 billion in 2002. The decrease is primarily attributable 
to the 14.8 per cent decline in membership. 

The total life and health block of business comprises 
2.2 million members at December 31, 2002, down from 
2.6 million members a year ago, reflecting strong renewal rate 
action and the general decline in the economy. 


LIFECO INC. 


Financial Services 
Savings premiums and deposits totalled $2.3 billion in 2002, 
an increase of 20 per cent from 2001. 

Individual life insurance revenue premiums and deposits 


| decreased from $1.6 billion in 2001 to $757 million in 2002. 


In 2002, the insurance lines experienced a decrease in vari- 
able life insurance fund deposits attributable to lower interest 


| rates and the lower U.S. equity markets. 


The 401(k) new case sales decreased from 598 in 2001 to 
493 in 2002, which, in conjunction with higher termina- 
tions, led to a net case decline for 2002. The total 401(k) 
block of business under administration is comprised of 6,012 
employer groups and more than 477,000 individual partici- 
pants, compared with 6,447 employer groups and more than 
545,000 individual participants in 2001. 


Outlook 
In 2003, Lifeco expects the Canadian economy to grow at 
a slower pace than in 2002, and the U.S. economy to contin- 
ue to be sluggish. The company believes the diversification 
and high quality of the investment portfolios of its sub- 
sidiaries position them well in this investment environment. 
Lifeco’s subsidiaries remain tightly focused on their core 
markets and have plans in place to capitalize on emerging 
opportunities and to heighten competitiveness. The company 
believes these plans will continue to position its subsidiaries 
for long-term growth. 
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Condensed Supplementary Financial Statements December 31 (in millions of dollars) 


Condensed Statements of Earnings 
Premium income 

Net investment income 

Fee and other income 


Paid or credited to policyholders and beneficiaries 
Special charges 
Other expenses 


Income taxes 
Goodwill amortization 
Non-controlling interests 


Net income 


Per share data (in dollars) 
Earnings 
Adjusted earnings before amortization of goodwill 


Condensed Balance Sheets 
Bonds 

Mortgage and policyholder loans 
Goodwill and intangible assets 
Other assets 


Total assets 


Policy liabilities 

Other liabilities 
Non-controlling interests 
Preferred shares 

Common shareholders’ equity 


Total liabilities and shareholders’ equity 


2002 2001 
11,187 10,477 
3,638 cya Ie 
1,807 1,858 
16,632 16,048 
12,593 12,030 
204 

2,613 2,/61 
15,206 14,995 
1,426 1,053 
430 ao 

66 

34 44 

962 546 
2.53 aod 
2.53 2.2] 
33,764 32,581 
14,027 14,582 
1,687 1,604 
10,593 10,392 
60,071 59,159 
48,296 47,599 
5,016 5,213 
2,051 1,950 
430 530 
4,278 3,867 
60,071 59,159 
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Readers are referred to the Condensed Supplementary Financial 
Statements of Investors Group further in this annual report. 


At December 31, 2002, through its direct interest of 56.1 per 
cent and Great-West Life’s interest of 3.5 per cent, Power 
Financial held an economic interest of 58.9 per cent in 
Investors Group Inc. (the company). 

The company acquired Mackenzie effective April 20, 
2001. The acquisition of Mackenzie provided the company 
with a leading position in the independent financial planner 
and full-service broker channels, a different sector of the 
market than that of Investors Group’s pre-existing operations. 
Mackenzie operates with its own investment management, 
marketing and distribution, brands and corporate leadership. 
Consolidated operating results include the results of 
Mackenzie from the date of acquisition. 


Summarized Financial Information 
(in millions of dollars, except per common share amounts) 


Net income available to common shareholders") 
Goodwill amortization @ 
Adjusted net income 
Diluted earnings per share") 
Goodwill amortization @) 
Adjusted diluted earnings per share 
Dividends per share 
Book value per share 
Return on equity 


Mutual funds 
Investors Group 
Sales 
Net sales 
Assets under management 
Mackenzie Financial Corporation ®) 
Sales 
Net sales 
Assets under management 
Combined mutual fund assets under management 
Corporate assets 
Insurance in force (face amount) 
Securities operations assets under administration 
Mortgages serviced 
Deposits and certificates 


Summary of Consolidated Operating Results 


_ Net income available to common shareholders for the year 


ended December 31, 2002 was $491 million, compared with 
$388 million in 2001. Diluted earnings per share were $1.85, 
compared with $1.56 in 2001, an increase of 18.5 per cent. 
The 2001 figure excludes both a restructuring charge of 
$56 million (after tax) and goodwill amortization related to 


_ the acquisition of Mackenzie. It includes goodwill amortiza- 
_ tion related to Investors Group’s investment in Lifeco which, 


if excluded to reflect accounting standards now in effect, 
would have resulted in an increase in earnings per share in 
2002 of 17 per cent. A change in the method of amortization 
of sales commissions, introduced in April 2001 to reflect a 
more accurate estimate of their useful life, increased earnings 
by $20 million after tax in 2002. This method is also consis- 
tent with that used by Mackenzie and in the industry generally. 
Shareholders’ equity was $2.95 billion as of December 31, 
2002, up from $2.68 billion at December 31, 2001. Return 


on average common equity, excluding goodwill amortization 


2002 2001 % Change 
491 388 26.] 

5 
491 393 29.1 
1.85 1.56 18.5 

0.02 
1.85 1.58 17.0 
0.86 0.73 17.8 
9.82 8.81 115 

19.2% 19.6% 
4,916 6,027 (18.4) 
(109) 1,031 (110.5) 
37,588 41,644 (9.7) 
5,998 3,454 N/M 
288 24 N/M 
30,860 33,400 (7.6) 
68,448 75,044 (8.8) 
5,987 6,122 (2.2) 
27,546 24,374 13.0 
4,938 4,104 20.3 
6,938 7,659 (9.4) 
709 671 5.6 


(1) Net income and earnings per share for the year ended December 31, 2001 exclude a restructuring charge of $95.6 million ($56.0 million after tax) taken in the 
second quarter and goodwill amortization related to the acquisition of Mackenzie. 
(2) Represents goodwill amortization related to the companys investment in affiliate to reflect accounting standards now in effect. 


(See Note 1 of the consolidated financial statements.) 


(3) Canadian operations only. 2001 results from date of acquisition or as of December 31. 
Note: Certain comparative figures in this report have been restated to conform with current year presentation. 
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and restructuring costs, was 19.2 per cent, compared with 
19.6 per cent in 2001. The quarterly dividend per common 
share was increased to 22.5 cents in 2002 from 19 cents at 
the end of 2001. 

On October 5, 2001, the operations of Maxxum Fund 
Management Inc. and Maxxum Financial Services Co. 
(together Maxxum) were integrated with Mackenzie. 
Maxxum results subsequent to the integration are reported 
with Mackenzie. 

Discussion of operating results for Investors Group and 
Mackenzie is contained later in this report. Earnings before 
interest and taxes for Corporate and Other, which includes 
net investment income earned on unallocated investments, 
totalled $9 million in 2002, compared with $43 million in 
2001. Decreases in net investment income were due to 
financing activities related to the acquisition of Mackenzie. 

Other expenses include: 


* in 2001, restructuring costs of $96 million before tax, 
which were charged to earnings in the second quarter and 
related to the acquisition of Mackenzie. These costs 
included severance and related expenses, decommissioning 
of systems, and restructuring certain businesses; 


°* interest expense of $80 million in 2002 and $73 million 
in 2001, which represents the cost of financing the 
Mackenzie acquisition; and 


* income taxes, with effective rates of 38.3 per cent in 2002, 
compared with 42.3 per cent in 2001. The decline in the 


effective rate was due to reductions in statutory tax rates as | 


well as other tax benefits. 


Consolidated Financial Position 

On-balance sheet assets totalled $5.99 billion at 
December 31, 2002, compared with $6.12 billion at 
December 31, 2001. 


compared with 10.7 per cent at year-end 2001. This decrease 
comprised $45 million in mortgages and personal loans 
related primarily to Mackenzie’s intermediary activities and 

a decrease of $61 million in residential loans related to 


_ Investors Group’s mortgage banking operations. 


At December 31, 2002, impaired loans totalled 


| $2.2 million and represented 0.38 per cent of the total loan 
_ portfolio, compared with $3.4 million or 0.49 per cent at 
_ December 31, 2001. The allowance for credit losses 


exceeded impaired mortgages and loans by $19 million at 
December 31, 2002, compared with $18 million at 
December 31, 2001. 


Consolidated Liquidity and Capital Resources 


The company’s operating liquidity requirements involve 


_ financing operations, servicing its existing debt and equity, 


and maintaining liquidity in its regulated subsidiaries. 
A key liquidity requirement is the funding of commissions 


_ paid on the sale of mutual funds. Commission expense was 
_ fully funded through management fee revenue earned on 


mutual fund assets under management and through addi- 
tional sales charges levied in connection with the early 
redemption of mutual funds. The company continues to rely 
on its strong financial position to address the funding of 


| commissions internally. 


The company’s holdings of securities were $156 million at | 


December 31, 2002 — a decrease of $92 million or 37.1 per 
cent. Securities currently represent 2.6 per cent of total assets, 
as compared with 4.1 per cent at December 31, 2001. The 


market value of the portfolio at December 31, 2002 exceeded | 


cost by $125 million, compared with $164 million at year- 
end 2001. The proceeds realized from securities sold during 
the year were used in part to repay the bridge financing 
related to the acquisition of Mackenzie. The company con- 
tinually strives to ensure that its portfolio holdings are of the 
highest quality and seeks to manage the market and credit 
risks associated with a securities portfolio. 

Loans, including mortgages and personal loans, decreased 
by 16.2 per cent or $106 million to $549 million at 
December 31, 2002 and represent 9.2 per cent of total assets, 
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It also maintains sufficient liquidity to fund and tem- 
porarily hold mortgages. Through the company’s mortgage 
banking operations, most of these mortgages are sold to third 
parties on a fully serviced basis. 

The company maintains additional liquidity to meet regu- 
lar interest and dividend obligations related to: 


¢ long-term debt and preferred shares of $1.41 billion 
issued during the second quarter of 2001 to finance the 
Mackenzie acquisition; 


¢ the $175 million in unsecured debentures issued in 
December 2002, the proceeds of which were used for 
general corporate purposes including repayment of bank 
indebtedness; and 


¢ the interest related to other long-term debt. 


During 2002, the company repaid $497 million of the 


_ bridge financing and $100 million of the Floating Bankers 


Acceptances due May 30, 2006, which were related to the 
acquisition of Mackenzie. 
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Liquidity can also be provided through the company’s 
ability to raise funds in both the domestic debt and equity 
markets, as evidenced by funds raised to finance its acquisi- 
tion of Mackenzie in 2001 and by funds raised through the 
debentures issued in December 2002. 

While shareholders’ equity increased from $2.68 billion to 
$2.95 billion in 2002, long-term debt increased marginally 
from $1.36 billion to $1.39 billion during the same period. 
Of this amount, $1.23 billion represents long-term debt 
related to the acquisition of Mackenzie. 

The company’s capital management objective is to pre- 
serve the quality of its financial position by establishing and 
maintaining a solid capital base and a strong balance sheet. 
Independent reviews confirm the continuing quality of the 
company’s balance sheet and the strength of its operations. 
During 2002, both S&P and DBRS reviewed their ratings of 
the company’s senior debt and liabilities, and rated them 
A with a stable outlook. 

Management is confident that the company’s current 
capital resources are adequate and can support its activities 


during 2003. 
INVESTORS GROUP OPERATIONS 


Review of the Business 

Investors Group’s core business is to provide a comprehensive 
array of financial and investment planning services to 
Canadians through its network of highly trained and well- 
supported consultants. 


Consultants 
Investors Group continues to distinguish itself from its com- 
petition by offering personal, long-term financial planning to 
clients. At the centre of this relationship is a national distri- 
bution network of highly skilled and professional consultants 
working from 107 Financial Planning Centres located coast- 
to-coast across Canada. At the end of 2002, Investors Group 
had 3,324 consultants, compared with 3,409 in 2001. The 
percentage of consultants with more than four years of expe- 
rience — those who have successfully established their practice 
with Investors Group — continued to increase, climbing to 
60.9 per cent from 59.2 per cent a year earlier. 

In 2002, Investors Group continued to enhance existing 


demonstrate a blend of experience, education and aptitude 
that makes them well suited to a career in financial planning. 
This approach, coupled with increased recruitment focus and 


| incentives, has resulted in strong second-half recruitment 


_ versus 2001. During the latter part of 2002, Investors Group 


enjoyed an escalation of individuals joining as new consul- 
tants, which has continued into the early part of 2003. 


Sales Results 

During 2002, sales of Investors Group mutual funds through 
its consultant network were $4.9 billion. This represented 

a 10.9 per cent decrease from the $5.5 billion level achieved 
in 2001 and compared with an overall industry decrease of 


| 9.6 per cent. Excluding the sale of money market funds, 


Investors Group’s mutual fund sales decreased 10.0 per cent, 
compared with a 1.5 per cent increase for the industry. 
Mutual fund redemptions totalled $5.0 billion in the year, 
an increase of 7.3 per cent from the $4.7 billion recorded 
in 2001. 

Net redemptions of Investors Group mutual funds in 
2002 were $109 million, compared with net sales of 
$837 million in 2001. Net redemptions, excluding money 
market funds, were $76 million in 2002, compared with net 


| sales of $515 million in 2001. 


During 2002, insurance sales, measured on the basis of 
annualized premiums, were a record $33 million, up 5.6 per 
cent from 2001. Investors Group Securities Inc., a subsidiary 


_ involved in securities operations, attracted $1.2 billion in 


new assets, unchanged from 2001 levels. Sales of mortgage 
products were $702 million, compared with $936 million 


| in 2001, 


Review of Operating Results 


| Investors Group earns revenue primarily from management 


fees for advising and managing its mutual funds, fees charged 
to its mutual funds for administrative and trustee services, 
and distribution fees charged to account holders for the dis- 
tribution of its mutual funds by Investors Group’s consul- 
tants. Fee income is also earned from the distribution of 
insurance products and securities services. Additional revenue 


_ is derived from mortgage operations and investment certifi- 


| cate operations. 


programs so that consultants meet and exceed their client ser- 
2002% compared with $590 million in 2001, as shown in the 


vice commitment. These programs include policies and train- 
ing on business standards, product and planning specialists 
providing advanced levels of support, technology enhance- 
ments and new products and services. Each is integrated to 
ensure that all clients receive a high level of personal service 


and have confidence in achieving their unique financial goals. 


Investors Group combines a number of proven interview 


and testing techniques to identify high-quality people who 
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Investors Group's earnings from operations before interest 
and taxes were $680 million for the year ended December 31, 
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Revenue 


Fee Income 
Fee income was earned from the management, administra- 
tion and distribution of 140 Investors Masterseries™, partner 
and managed asset investment funds. Prior-year fee income 
was also generated on the 47 mutual funds offered by 
Maxxum until October 5, 2001, at which time the opera- 
tions of Maxxum were transferred to Mackenzie. The distrib- 
ution of insurance products and the provision of securities 
services provide additional fee income. 

Total fee income declined by $62 million to $1,030 mil- 


lion, a decrease of 5.7 per cent from 2001 results. To provide | 


a stable level of fee income, Investors Group must continue 
to maintain high levels of assets under management. The 
level of assets under management is influenced by four fac- 
tors: sales, redemption rates, capital markets and relative 
investment performance. The decrease in sales of Investors 
Group’s mutual funds was consistent with industry experi- 
ence in 2002. Investors Group’s redemption rate increased 
to 12.6 per cent in 2002 from 11.6 per cent in 2001, but 
continued to be among the lowest in the industry. 
Investment management services provided reasonable levels 
of returns throughout a period in which markets continued 
to be both weak and very volatile. 

In 2002, management fee income decreased by $62 mil- 
lion or 7.3 per cent to $787 million. This decrease reflects 
the decline in average mutual fund assets in 2002 resulting 
from negative market action, the transfer of Maxxum opera- 
tions to Mackenzie effective October 5, 2001, and net 
redemptions. 

Administration fees totalled $149 million in 2002, 
unchanged from 2001, and include both administration fees 
and trustee fees charged to the mutual funds. 

Distribution fee income was $94 million in 2002, 
compared with $93 million in 2001. Fee income on the dis- 
tribution of insurance and brokerage products increased by 
6.8 per cent in 2002. This increase was offset by reductions 
in redemption fee income resulting from the transfer of 
Maxxum to Mackenzie in 2001. 


Net Investment Income and Other 

Net investment income and other includes interest and 
dividends earned on cash and short-term investments, mar- 
ketable securities and mortgage loans. It also includes gains 
and losses on the sale of securities, Investors Group’s share of 
an affiliate’s earnings, as well as income related to mortgage 
banking activities. Investors Group measures net investment 
income as the difference between investment income and 
interest expense on deposit liabilities, certificates and debt, 


excluding interest expense on debt incurred to finance its 
acquisition of Mackenzie. 
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Net investment income and other totalled $100 million, 
which was an increase of 30.9 per cent from $76 million in 
2001. The increase is due principally to the increase in 
Investors Group’s share of an affiliate’s earnings. 


Expenses 


Commission Expense 

Investors Group incurs commission expense in connection 
with the distribution of its financial services and products, 
particularly its mutual funds. Commissions are paid on the 
sale of these products and, as a result, commission expense 
will fluctuate with the level of sales. Commission expense 
in 2002 decreased by $82 million, or 29.8 per cent, to 
$196 million, compared with $278 million in 2001. The 


decrease in commission expense was related to: 


* achange in accounting estimate, effective April 1, 2001, 
related to the amortization of selling commissions on the 
sale of Investors Group’s mutual funds, which reduced 
expenses for 2002 by $20 million after tax; 


¢ the transfer of Maxxum operations to Mackenzie in 
October 2001, which reduced commission and asset 
retention bonus expenses in 2002; 


¢ lower average mutual fund assets under management, 
which resulted in lower asset retention bonus expense; and 


e lower mutual fund sales in 2002. 


Non-Commission Expenses 
Non-commission expenses totalled $254 million in 2002, 
compared with $300 million in the prior year, representing a 
decrease of $46 million or 15.3 per cent. Excluding strategic 
initiative costs of $4 million in 2001, non-commission 
expenses declined by $42 million in 2002 or 14.1 per cent. 
Variable costs declined by 22.5 per cent to $60 million and 
fixed costs decreased by 11.1 per cent to $194 million. 
Decreases in non-commission expenses were driven prin- 
cipally by the transfer of Maxxum operations to Mackenzie 
effective October 5, 2001 and the impact of synergies related 
to the transition work completed to date with Mackenzie. 
Management of discretionary expenses also contributed to 
the decrease in expenses in 2002. 
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MACKENZIE OPERATIONS 


Review of the Business 

Mackenzie is a multifaceted investment management and 
financial services organization, whose core business is the 
management of mutual funds on behalf of investors across 


Canada. 
Asset Management Operations 


and 39 segregated funds held by over 1.5 million clients with 
assets under management of $30.9 billion. Despite overall 
weak economic conditions, the strong relative performance of 
Mackenzie’s mutual funds has contributed to an increase in 
market share in 2002. In December 2002, Mackenzie again 
earned the top spot in Morningstar rankings for offering the 
most five-star funds of any fund company in Canada, a posi- 
tion Mackenzie held throughout 2002. 


Dealer, Trust and Administration Services 

The MRS Group of Companies (MRS Group) provides 
mutual and segregated fund dealers, financial advisers and 
their respective clients with a broad array of products and 
services to heighten their competitive advantage and scale 
in the financial services marketplace. 

Multiple Retirement Services Inc. is the largest mutual 
fund carrying dealer in Canada; M.R.S. Securities Services 
Inc. is a boutique carrier for investment dealers, and a dis- 
count broker; while Winfund Software Corp. is the largest 
and fastest-growing provider of software to Canadian mutual 
fund dealers. Federally regulated M.R.S. Trust Company pro- 
vides loan, deposit, and selected trustee and custodial services 
to complete the comprehensive MRS Group offering. 


United States Operations 

Following a strategic review initiated in 2001, Mackenzie 
completed the US$70 million sale in December 2002 of its 
U.S. subsidiary, Mackenzie Investment Management Inc., to 
Waddell & Reed Financial, Inc., a leading mutual fund com- 
pany in the United States. Following the completion of this 
transaction, Mackenzie appointed Waddell & Reed to act as 
sub-adviser to a number of funds. 


Review of Operating Results 

Mackenzie’s earnings before interest and taxes for the year 
ended December 31, 2002 were $218 million, compared 
with $134 million in 2001. Results for the prior year repre- 
sent Mackenzie’s operations for the period subsequent to 
April 20, the date of acquisition. 


Income 

Operating income totalled $801 million in 2002. 
Mackenzie’s main source of revenue is generated by providing 
investment management and administration services to 


| public mutual funds in Canada. Mackenzie also earns rev- 


| enues from redemption fees and the administration of self- 


directed savings plans offered by MRS Group. Through 


M.R.S. Trust Company, Mackenzie earns net investment 


_ income from intermediary operations. 


At December 31, 2002, Mackenzie offered 149 mutual funds © 


Expenses 

Commission expense, which represents the amortization of 
deferred selling commissions and trailer fees paid to dealers, 
totalled $302 million in 2002. 

Non-commission expenses include costs incurred by 
Mackenzie in the administration, marketing and manage- 
ment of its mutual funds and all other expenses in the opera- 
tion of its business. Non-commission expenses totalled 
$281 million in 2002. 


Outlook 


The Financial Services Environment 

During the past decade, the financial services industry has 
experienced considerable growth and substantial change. 
Some of the factors contributing to industry growth are: 


changes in investment habits; 
increasing ease of investment in capital markets; 


greater knowledge and understanding of investment 
products among the general public; and 


shifting demographics — the move of the baby boom 
generation into peak saving and investing years. 


To provide financial planning services to Canadians, the 
company must compete with other mutual fund companies 
and, increasingly, with other financial services organizations 
including banks, brokerage firms and life insurance compa- 
nies. Merger and acquisition activity in 2002 reflected con- 
tinued consolidation within the industry. 

Within the various mutual fund distribution channels, 
competition is strong. Management views this as a healthy 
environment that allows investors to receive high-quality 


_ investment management services for reasonable fees. 
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The company has enhanced its competitive position in the | 


mutual fund and financial services industries through: 


* the acquisition of Mackenzie, which will be a key factor in 
the company’s future success. The acquisition has given 
the company access to additional distribution channels. 
As a direct result of the acquisition, the company has 
begun to realize numerous operating efficiencies and 
product enhancements; 


the offering of a broader range of financial products and 
increasing the diversification of the company’s core prod- 
ucts to strengthen existing client relationships and attract 
new clients; and 


the company’s definitive agreement with National Bank 
of Canada through which banking products and services 
will be offered in 2003, which is further evidence of 

the company’s ability to expand its product shelf in new 
and unique ways that serve existing clients and attract 
new ones. 


This strategy will enhance the extent and quality of the 
company’s client relationships, protecting its client base and 
expanding its market share. 


Market Influences 

Declines and volatility in domestic and international equity 
markets and changes in interest rates may affect the future 
outlook for the company. Financial markets were both weak 
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and highly volatile throughout 2002. Declines in the value of 
equity markets and changes in interest rates could have a sig- 
nificant impact on the level and mix of mutual fund sales and 
could also result in increased redemptions of mutual funds. 


Redemption Rates 

The combined redemption rate for long-term funds for 
Investors Group and Mackenzie mutual funds was 

10.9 per cent at December 31, 2002, among the lowest in the 
industry. The corresponding redemption rate for the industry 
as a whole, excluding the company’s mutual funds, was 

15.1 percent. 

The mutual fund industry has successfully educated 
mutual fund investors on the benefits of long-term investing. 
Financial advisers can also play a key role in educating 
investors about the value of a long-term investment strategy 
and the benefits of an appropriate level of portfolio diversifi- 
cation. In periods of declining markets and market volatility, 
they can also be effective in encouraging clients to assume a 
long-term investment outlook and continue to invest. 

Investors Group and Mackenzie provide consultants and 
independent financial advisers, respectively, with superior 
levels of service and support and a broad range of investment 
products — based on asset classes, countries or regions, and 
investment management styles. These are key advantages in 
maintaining strong client relationships, and, as a result, the 
company has been able to maintain redemption rates that are 
among the lowest in the industry. 
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Condensed Supplementary Financial Statements December 31 (in millions of dollars) 


Investors Group 


2002 2001 

Condensed Statements of Earnings 
Fee income 1,030 1,092 
Net investment income and other 100 76 
1,130 1,168 

Operating expenses 

Commissions 196 218 
Non-commission 254 300 
450 578 
Earnings before interest and taxes 680 590 


Interest expense 


goodwill amortization and discontinued operations 
Income taxes 


Goodwill amortization, net of tax 


Income before discontinued operations 
Discontinued operations 


Net income 
Preferred dividends 


Net income available to common shareholders 
Including goodwill amortization and restructuring costs 
Excluding Mackenzie goodwill amortization and restructuring costs 
Excluding goodwill amortization and restructuring costs 


cee Se a 


Condensed Balance Sheets 
Cash and short-term investments 
Securities 

Loans 

Investment in affiliate 

Deferred selling commissions 
Other assets 


Total assets 


Deposits and certificates 
Bankers’ acceptances 
Other liabilities 
Long-term debt 


Shareholders’ equity 
Total liabilities and shareholders’ equity 


Mackenzie Corporate & Other 


2002 
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2001 2002 2001 2002 


D00 1,813 
15 9 43 127 


7550 9 43 1,940 
213 498 


203 535 
416 1,033 


80 


434 9 43 907 


Total 
2001 


1,627 
134 


1,761 


49] 
503 


994 
767 


73 
96 


598 
293 


345 


345 
72 


273 


273 
13 


260 
388 
393 


854 
248 
655 
298 
657 
389 
3,021 


6,122 


67] 
497 
914 
1,362 


3,444 
2,678 


6,122 


PARGESA HOLDING S.A. 


Highlights of results 

Power Financial and the Frére group of Charleroi, Belgium, 
each hold 50 per cent of Parjointco N.V., a Dutch company 
that, as of December 31, 2002, held the same level of owner- 
ship in Pargesa Holding S.A., the parent company of the 
Pargesa group, as last year, namely 61.4 per cent of the voting | 


rights and 54.6 per cent of the participating common shares. _ 
Pargesa has its head office in Geneva, Switzerland, and its | 
shares are listed on the Swiss Exchange. The Pargesa group 
holds interests in various large European companies active 
primarily in the media, energy, water, waste services and 
specialty minerals sectors. 

The carrying value of Power Financial’s interest in 
Parjointco as of December 31, 2002 was $1.6 billion, com- 
pared with $1.4 billion in 2001. This increase represents 
Power Financial’s share of the net earnings of Parjointco, 
foreign currency translation adjustments and other items, 
less dividends received. An organization chart and a more 
detailed description of the group’s principal holdings are 
presented in this Annual Report in the section entitled 
“The Pargesa group”. 

As of December 31, 2002, Pargesa held a 48.1 per cent 
interest (similar to last year) in the capital of the Belgian 
holding company Groupe Bruxelles Lambert (GBL), or 
50.2 per cent of the voting rights. The shares of GBL, which 
is based in Brussels, Belgium, are listed on the Euronext 
Brussels stock exchange. At December 31, 2002, Pargesa and 
GBL jointly held a 54.3 per cent interest (53.9 per cent in 
2001) in Imerys S.A. (specialty minerals), a company listed 
on the Paris stock exchange. In addition, Pargesa directly held 
100 per cent of the capital of Orior Holding S.A., also based 
in Switzerland, which is active in the food industry. GBL 


| holds the group’s interests in Bertelsmann (media), 
_ TotalFinaElf (energy) and Suez (energy, water and waste 


services). As of December 31, 2002, GBUs interests in the 


_ capital of these companies were respectively 25.1, 3.4 and 
| 7.2 percent: 


Over the last few years, Pargesa has taken various steps to: 


* focus its investments on a limited number of industrial and 
services companies that are well positioned in their respec- 
tive markets and over which the group has control, or in 
which it has a substantial amount invested. Accordingly, 
the Pargesa group has worked actively to turn local or 
regional businesses into world-class companies, sometimes 
accepting a dilution in the level of control; 


_ © further streamline the corporate structure of the group 


while strengthening its financial position. 


As a result, the group’s investment portfolio has under- 
gone a number of changes: many assets have been sold and, 
in some instances, significant acquisition, merger or exchange 


_ transactions have been carried out or encouraged in order to 


consolidate the group's existing positions. 

‘Today, the group owns, through a simple holding struc- 
ture, four investments representing more than 95 per cent of 
Pargesa’s adjusted net asset value, as shown in the table on 
page 35. 

At the end of March 2003, the adjusted net asset value 
was $5.457 million, corresponding to a value per Pargesa 
share of SF3,057. Pargesa’s adjusted net asset value is calculat- 
ed on the basis of stock market prices for the listed holdings 
and of share of consolidated shareholders’ equity for the 


unlisted holdings (as per the most recent information provid- 
ed by these companies). 


Pargesa Group — Financial Information 
As of December 31, 2002 (in millions of dollars) 


Cash and temporary investments 
Long-term debt 

Shareholders’ equity 

Market capitalization 


(1) Foreign currencies have been converted into Canadian dollars at year-end rate. 


Pargesa Groupe Bruxelles 
Holding S.A. Lambert S.A. 
6 815 @) 
337 8) 580 (4) 
5,986 10,930 
4/849 8,934 


2) Net of convertible and exchangeable bonds due in 2003 for an amount of $734 million. 


(3) Drawdowns from bank credit facilities maturing in 2004 and 2005. 
(4) Including exchangeable bonds, for an amount of $332 million. 
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Consolidated income and cash earnings 

From an accounting standpoint, the implementation 

of the strategy of recent years has resulted in a decrease in the 
number of holdings accounted for under the equity method. 
Accordingly, TotalFinaElf and Suez, which represent 52 per 
cent of Pargesa’s adjusted net asset value, today are accounted 
for at cost and only the annual dividend received from these 
companies is recorded for the purpose of determining 
Pargesa’s consolidated earnings. 

The group’s results can also be analysed by examining, on a 
flow-through basis, the operating cash earnings generated by 
the group's holdings. Under this approach, share of operating 
earnings of the holdings subject to equity accounting is 
replaced by the dividends received from those companies. 
Based on this analysis, cash earnings per share increased from 


SF104 in 2001 to SF130 in 2002. Pargesa’s Board of Directors 


will therefore propose raising the dividend from SF80 to SF86 | 


at the Annual General Meeting of Shareholders in May 2003. 


Consolidated earnings 

Pargesa saw its operating earnings grow from SF139 million 
in 2001 to SF176 million in 2002, due specifically to the 
contribution of Imerys and Bertelsmann. Imerys posted 

an increase in net operating income, expressed in Euro, of 
15 per cent. Bertelsmann’s operating results also improved, 


Breakdown of Adjusted Net Asset Value of Pargesa 
(flow-through basis) 
As of the end of March 2003 (in millions of dollars) 


TotalFinaElf (3.4 per cent) 

Bertelsmann (25.1 per cent) |) 

Imerys (54.4 per cent) 

Suez (7.2 per cent) 

Orior (100 per cent) (2) 

Other investments 

Net cash and short-term assets net of long-term debt '°) 


partly due to previously implemented cost-reduction pro- 
grams. Pargesa’s results were also positively affected by its 
share of the preferred dividend from Bertelsmann, negotiated 


when the RTL shares were exchanged for the interest in 
Bertelsmann, as well as by higher dividends received from 

_ TotalFinaElf and Suez, which offset the decrease in corporate 
results from group holding companies. 


Pargesa Holding S.A. — 
Contribution to operating 
and cash earning '") 
Flow-Through Cash Earnings 


(in millions of SF) 2002 2001 
Imerys 34.4 34.7 
_ Bertelsmann (from July 2001) 99.0 
RTL Group (until June 2001) 28.9 
_ TotalFinaElf 65.4 58.4 
Suez 37.7 36.4 
| Cash earnings from major holdings 236.5 158.4 
Contribution from other participations 6.3 79 
Operating results of holdings (23.4) 8.5 
Pargesa flow-through cash earnings 219.4 174.8 
Cash earnings per share (in SF) 130 104 
Pargesa dividend (2) 86 80 
| () See definition above. 
| (2) Subject to approval by shareholders at the May 2003 Annual General 
Meeting. 
Net Assets 
(Pargesa’s share) % 
2,165 40 
1,264 23 
1,098 20 
660 12 
201 4 
103 Z 
(34) (1) 
5,457 100 


Note: Percentage of ownership denotes the cumulative interests of Pargesa and its subsidiaries and affiliates. Figures have been converted into Canadian dollars using 


an exchange rate of 1.0646 


(1) Second shareholder afier the Mohn family and Bertelsmann Foundation. The value of the investment in the private company Bertelsmann is equivalent to Pargesa’s 


economic interest in Bertelsmann’ shareholders equity as of December 31, 2002. 


(2) The investment in Orior is valued using its shareholders equity at December 31, 2002. 
(3) Pargesa’s share of net cash and short-term assets or long-term debt held by group holding companies. 
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In 2002, Pargesa recorded a non-operating charge 
of SF301 million, compared with the prior year's 
SF291 million non-operating income, which was recorded 
primarily on the exchange of GBLs 30 per cent interest in 
RTL Group for a 25 per cent interest in Bertelsmann. The 
non-operating charge in 2002 consisted primarily of Pargesa’s 
share of the adjustment in the carrying value recorded by 
Bertelsmann on its interest in Zomba. 


Pargesa Holding S.A. 

December 31, (in millions) 

as reported by Pargesa 2002 2001 
SF $ (1) SF $ (1) 

Operating earnings 176 178 139 128 

Goodwill amortization (2) (8) (9) (25) (23) 

Non-operating earnings '9) (301) (304) 291 268 

Net earnings (133) (135) 405 373 


(1) Average Swiss franc to Canadian dollar: 1.0112 in 2002 and 0.9184 
in 2001. 


(2) Goodwill recorded by holding companies (Pargesa and GBL) on their direct 
investments. 

(3) Including Pargesa’s share of non-operating earnings recorded by companies 
accounted for under the equity method. 


Bertelsmann was affected by the economic slowdown in 2002 
— in particular, the shrinking advertising markets on which the 
television segment (RTL Group) and newspaper and maga- 
zine publishing segment (Gruner + Jahr) directly depend — 
and declining sales in the music industry (BMG), which has 
been especially hard hit by increasing product piracy — and the 
weaker dollar. During this period, Bertelsmann posted operat- 
ing earnings before interests, income taxes, amortization and 
non-recurring items (EBITA) of €936 million ($1,388 mil- 
lion), up appreciably over 2001. In spite of the sluggish cli- 
mate, all the divisions fared better in 2002, primarily as a 
result of the restructuring and cost-reduction programs intro- 
duced in 2002 and 2001. In addition, the losses related to 
Internet operations were significantly reduced, from 

€808 million ($1,120 million) to €138 million ($205 mil- 
lion), with the financial results of internet services now 
allocated directly to the group’s operating units where they 
have to justify their contribution to the units’ profitability. 
Having changed both its accounting principles from the 
German Commercial Code to International Accounting 
Standards (IAS) and its reported year-end (from July to 
December), Bertelsmann reported its first LAS financial state- 
ments for the 2002 calendar year. Net earnings amounted to 
€928 million ($1,376 million), against an IAS pro forma 
figure of 2001 of €1,235 million ($1,712 million). These fig- 
ures include non-recurring gains of €2.9 billion ($4.3 billion) 


| 
| 


recorded primarily on the disposal of AOL securities. GBL 
has not recorded most of these gains in its income because 
the AOL shares were valued at their fair value when GBL 
acquired its interest in Bertelsmann. 

Gruner + Jahr, Europe's biggest magazine publisher, 
suffered from lower advertisement levels in the U.S. and 
Germany, partially offset by tight control of operating costs. 
Operating EBITA stood at €226 million ($335 million) 


_ against €198 million ($274 million) in 2001. 


BertelsmannSpringer, the specialty magazine group, was 
put up for sale at the end of 2002. It has recorded an opera- 
ting EBITA of €71 million ($105 million) in 2002, compare 


~ with €59 million ($81 million) in 2001. 


As a result of the February 2002 purchase of RTL shares 


_ from the Pearson group, Bertelsmann now controls over 


90 per cent of RTL Group, which is becoming one of 
Bertelsmann’s most significant assets. In 2002, despite 

a shrinking advertising market, RTL Group's television 
channels were able to maintain or extend their audience 
shares and recorded an operating EBITA of €465 million 
($690 million), as compared with €385 million ($534 mil- 


_ lion) in 2001. During the year, Bertelsmann’s publishing 


houses recorded an operating EBITA of €168 million 


| ($249 million) against €33 million ($45 million) in 2001. 


_ Book sales were up again after two years of slow growth as 


recovery in the English-speaking regions offset the recession 
in the German-speaking book market. On the music side, the 
management and operations of BMG were reorganized and 
its strategic activities more clearly defined. The music group 
operating EBITA reached €125 million ($185 million), 
against a loss of €79 million ($110 million) in 2001. Arvato, 


_ the media service provider and printing business, achieved an 
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operating EBITA of €217 million ($322 million), an increase 
over EBITA of €167 million ($232 million) in 2001. In the 
Book and Music Clubs segment, the group is going through a 
strategic realignment including portfolio restructuring. The 
2002 operating EBITA has improved by €310 million ($460 
million) to reach a loss of €150 million ($222 million). 


TotalFinaElf performed relatively well in 2002. The com- 
pany cushioned the impact of a generally less favourable 


| economic environment by achieving a record 10 per cent 
_ increase in oil production and through the implementation 
_ of synergy and productivity programs adopted at the time 


of the merger of Totalfina with Elf in 2000. 
Net operating income excluding non-recurring items was 


_ down by 17 per cent over 2001 to €6.3 billion ($9.4 billion). 


The decrease in earnings per share excluding non-recurring 


_ items was limited to 13 per cent in 2002 as a consequence 


of a substantial share buy-back program. When expressed in 


— doll i i i 
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per share, excluding non-recurring items, declined only 8 per 
cent, while the group’s major competitors reported decreases 
ranging from 22 per cent to 34 per cent. Net income for the 
year, including non-recurring items, amounted to €5.9 bil- 


lion ($8.7 billion). 


Suez posted revenues of €46.1 billion ($68.4 billion). 
Excluding energy trading, revenues totalled €40.2 billion 
($59.6 billion), up by 4.5 per cent over 2001 due to organic 
growth of 5.7 per cent, partially offset by exchange rate fluc- 
tuations and natural gas price variation. Revenues in Europe 
and North America grew by 8 per cent and accounted for 
89 per cent of the total. Gross operating income (or 
EBITDA) stood at €7.3 billion ($10.8 billion), reflecting 
organic growth of 3.3 per cent but reflecting an overall 
decline of 4.1 per cent after foreign exchange fluctuations 
and changes in group structure. EBITDA from energy 
operations amounted to €4.1 billion ($6.1 billion), up 
1.4 per cent. This increase was essentially driven by busi- 
ness outside Belgium, which grew by 21.6 per cent, 
offsetting a reduced contribution from Electrabel’s Belgian 
operations, which were affected by lower electricity billing 
rates resulting from deregulation of the European market. 
EBITDA for Suez environmental sector totalled €2.9 bil- 
lion ($4.3 billion), an increase of 2.8 per cent, reflecting 
the resilience of the group’s water and waste service opera- 
tions in the face of less favourable economic conditions. 
The group also recorded a net non-recurring charge of 
€1.7 billion ($2.5 billion) in 2002 to cover its exposure in 
Argentina, which is currently facing a major economic crisis, 
as well as restructuring costs, impairment charges and write- 
downs on various assets, partly offset by capital gains from 
disposition of assets. Suez posted a net loss of €863 million 
($1,280 million), against net income of €2.1 billion 
($2.9 billion) in 2001. 


Imerys held its ground despite a persistently difficult envi- 
ronment. With revenues of €2.9 billion ($4.3 billion), 
unchanged from 2001, the group posted appreciable gains in 


net income and a substantial increase in cash flows, and 
_ strengthened its financial structure. Net income from recur- 


ring operations, after taxes, reached €197 million ($292 mil- 
lion), an increase of 15 per cent over 2001. In Pigments for 


_ Paper, global demand for printing and writing paper, after 


falling off appreciably in 2001, showed a modest recovery in 
2002. Activity in the Specialty Minerals segment remained 
sluggish due to a pronounced decline in the European table- 
ware and floor tile markets and the impact of major econom- 
ic problems in Latin America. Other markets, however, were 
stronger. For the Building Materials segment, construction 


| remained at a solid level in 2002, while in Refractories & 


_ Abrasives, the principal end markets continued to perform 


poorly. Net income of Imerys was €144 million ($212 mil- 
lion), against €79 million ($111 million) the preceding year. 


Looking to the Future the Pargesa group plans to continue to 


centre its activities on a small number of large European 
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companies and to focus on their strategic development. 


| | 
PARGESA HOLDING S.A. 


PARGESA 


Groupe Bruxelles 


Lambert 


Bertelsmann TotalFinaElf Imerys 


Above percentages denote participating equity interest as of December 31, 2002. 
) Pargesa held 50.2 per cent of the voting rights in GBL at December 31, 2002. 


Distribution of Adjusted Net Asset Value of Pargesa 
at the end of March 2003 


Imerys 
20% 


Bertelsmann 
23% 


Suez 
12% 
Other Assets, 
Net 
5% 
TotalFinaElf See also table on page 35 
40% 
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PARGESA HOLDING S.A. 


Breakdown of Net Earnings of Pargesa (flow-through basis) As of and for the years ended December 31 (in millions of dollars) (") 


Cumulative — Pargesa’s Contribution 
Equity Economic to Pargesa’s Earnings 
Interest Interest 2002 2001 
= —— 7 ——— % % 
Contribution from principal holdings 
e Equity accounted 
Imerys (industrial) 54.3 40.5 102 7/7 
Bertelsmann (media) — from July 2001 25.1 12.1 (14) (67) 
RTL Group (media) — until June 2001 9 
e Non-consolidated 
TotalFinaElf (energy) 3.4 1.6 66 54 
Suez (energy, water, waste services) dg 3.5 38 38 
192 106 
Other holdings subject to equity accounting 8 11 
Operating earnings from holding companies (22) 11 
Operating earnings before goodwill amortization 178 128 
Goodwill amortization (2) (9) (23) 
Non-operating earnings (304) 268 
Net earnings in dollars '2) (135) 3i3 


(1) Average Swiss franc to Canadian dollar: 1.0112 in 2002 and 0.9184 in 2001. 
(2) Goodwill amortization refers to goodwill amortization recorded by holding companies on their investments. 


oh) 
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POWER CORPORATION OF CANADA 


Consolidated Balance Sheets as at December 31 (in millions of dollars) 


Assets 
Cash and cash equivalents 


Investments (Note 2) 
Shares 
Bonds 
Mortgages and other loans 
Loans to policyholders 
Real estate 


Investment in affiliates, at equity (Note 3) 
Goodwill and intangible assets (Note 4) 
Future income taxes (Note 14) 

Other assets (Note 5) 


Liabilities 
Policy liabilities 
Actuarial liabilities (Note 6) 
Other 
Deposits and certificates 
Long-term debt (Note 7) 
Future income taxes (Note 14) 
Other liabilities (Note 8) 


Non-controlling interests (Note 9) 


Shareholders’ Equity 

Stated capital (Note 10) 
Non-participating shares 
Participating shares 

Retained earnings 

Foreign currency translation adjustments 


Approved by the Board of Directors 


Director 


ee 


2002 2001 
3,001 2,590 
2,349 Desi 
33,766 32,585 
8,399 9,024 
6,177 6,213 
1,270 1,276 
51,961 Syl os 
1,562 1,406 
5,206 4,930 
402 543 
8,004 7,926 
70,136 68,730 
44,508 43 909 
3,788 3,690 
709 671 
2,393 2,544 
553 313 
5,237 6,034 
57,188 57,161 
7,561 6,877 
553 407 
369 360 
4,126 3,700 
339 225 
5,387 4,692 
70,136 68,730 
Director 
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Consolidated Statements of Earnings for the years ended December 31 (in millions of dollars, except per share amounts) 


Revenues 
Premium income 
Net investment income 


Expenses 
Paid or credited to policyholders and beneficiaries including policyholder 
dividends and experience refunds 
Commissions and operating expenses 
Special charges (Note 20) 
Interest expense (Note 7) 


Share of earnings of affiliate (Note 3) 
Other income, net (Note 13) 


Earnings before income taxes, amortization of goodwill and non-controlling interests 
Income taxes (Note 14) 
Amortization of goodwill 
Non-controlling interests (Note 9) 


Net earnings 


ES a = a — = =a 


Earnings per participating share (Note 15) 
Basic 
Diluted 
Earnings before amortization of goodwill per participating share 
Basic 
Diluted 


2002 


11,187 
3,878 
3,952 


12,593 
4,031 


165 
16,789 


Consolidated Statements of Retained Earnings for the years ended December 31 (in millions of dollars) 


Retained earnings, beginning of year 


Add 
Net earnings 


Deduct 
Dividends 
Non-participating shares 
Participating shares 
Other 


Retained earnings, end of year 


ener ————————_———— 
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2002 


3,700 


645 
4,345 


49,017 


i | 
POWER CORPORATION OF CANADA 


Consolidated Statements of Cash Flows for the years ended December 31 (in millions of dollars) 


2002 2001 
Operating activities 
Net earnings 645 618 
Non-cash charges (credits) 
Increase in policy liabilities 954 1,357 
Increase in funds withheld by ceding insurers (309) (922) 
Amortization and depreciation 131 264 
Future income taxes 112 (7) 
Non-controlling interests 813 592 
Other (435) (376) 
Change in non-cash working capital items (64) 847 
Cash from operating activities 1,847 2,373 
Financing activities 
Dividends paid 
By subsidiaries to non-controlling interests (416) (267) 
Non-participating shares (20) (11) 
Participating shares (176) (149) 
(612) (427) 
Issue of subordinate voting shares 9 7 
Issue of non-participating shares 150 200 
Repurchase of non-participating shares for cancellation (4) (4) 
Issue of Great-West Life Capital Trust securities 350 
Issue of common shares by subsidiaries 29 23 
Issue of preferred shares by subsidiaries 300 560 
Repurchase of preferred shares by subsidiaries (350) (221) 
Repurchase of common shares by subsidiaries (173) (193) 
Net proceeds from bankers’ acceptances (497) 497 
Issue of long-term debt 175 1,485 
Repayment of long-term debt (218) (30) 
Other 8 (48) 
(833) 1,849 
Investment activities 
Bond sales and maturities 21,498 17,843 
Mortgage loan repayments 1,695 2,110 
Sale of shares 546 807 
Proceeds from securitizations 217 703 
Change in loans to policyholders (4) (630) 
Change in repurchase agreements 108 400 
Investment in subsidiaries (2,602) 
Investment in bonds (22,672) (19,225) 
Investment in mortgage loans (1,270) (2,349) 
Investment in shares (791) (669) 
Other 70 (44) 
(603) (3,656) 
Increase in cash and cash equivalents 411 566 
Cash and cash equivalents, beginning of year 2,590 2,024 
Cash and cash equivalents, end of year 3,001 2,590 
Supplemental cash flow information 
Income taxes paid 651 677 
Interest paid 156 141 
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Notes to Consolidated Financial Statements 
Note 1. Summary of significant accounting policies 


The consolidated financial statements have been prepared in accor- 
dance with generally accepted accounting principles in Canada and 
include the accounts of the Corporation, its subsidiaries and its affili- 
ates. The preparation of financial statements in conformity with gen- 
erally accepted accounting principles requires Management to make 
estimates and assumptions that affect the amounts reported in those 
statements and accompanying notes. The reported amounts and 
note disclosures are determined using Management's best estimates 
based on assumptions that reflect the most probable set of economic 
conditions and planned courses of action. Actual results may differ 
from such estimates. 

The principal operating subsidiaries of the Corporation are: 
Power Financial Corporation (“Power Financial”) (interest of 
67.4%, 2001 — 67.5%), Gesca Ltée (interest of 100%) and Power 
Technology Investment Corporation (“PTIC”) (interest of 100%). 
Power Financial holds Great-West Lifeco Inc. (“Lifeco”) (direct 
interest of 78.5%, 2001 — 77.8%), which holds 100% of the 
common shares of Great-West Life & Annuity Insurance Company 
(“GWL&A”) and 100% of the common shares of The Great-West 
Life Assurance Company (“Great-West”), which in turn holds 100% 
of the common shares of London Insurance Group Inc. (“LIG”), 
which in turn holds 100% of London Life Insurance Company and 
Investors Group Inc. (“Investors Group”) (direct interest of 56.1%, 
2001 — 56.2%), which holds 100% of the common shares of 
Mackenzie Financial Corporation. Investors Group also holds 4.4% 
of the common shares of Lifeco and Great-West holds 3.5% of the 
common shares of Investors Group. 

The Corporation accounts for its investments in its affiliates 
using the equity method. 


Revenue recognition 

Premium income is recognized as follows: Life insurance premiums 
are recognized when due, annuity premiums with life contingencies 
are recognized when received, accident and health premiums are 
earned on a monthly pro rata basis and revenues for annuity and 
other contracts without significant life contingencies are recognized 
when earned. Fee income is derived primarily from contracts for 
claim processing or other administrative services related to unin- 
sured business and from assets under management. Fees from con- 
tracts for claim processing or other administrative services are 
recorded as the services are provided. Fees from assets under man- 
agement, which consist of contract maintenance fees, administration 
fees and mortality and expense risk charges, are recognized on an 
accrual basis. 


Cash and cash equivalents 

For purposes of the statement of cash flows, cash and cash equiva- 
lents comprise cash and temporary investments consisting of highly 
liquid investments with short-term maturities. 


Investments 
Investments, other than those held by Lifeco are accounted for as 


follows: 
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Investments in shares are carried at cost; where there has been a 
loss in value that is other than a temporary decline, a write-down is 
made to recognize the loss. Bonds, mortgages and other loans are 
valued at amortized cost plus accrued interest less provisions for 
losses. Real estate investments are valued at cost less provisions for 
losses. 

Investments held by Lifeco are accounted for as follows: 

Investments in shares are carried at cost plus a moving average 
market value adjustment of $28 million (2001 — $31 million). Net 
realized gains and losses are included in Net Deferred Gains on 
Portfolio Investments Sold and are deferred and amortized to earn- 
ings on a declining balance basis. Market values for public shares are 
generally determined by the closing sale price of the security on the 
exchange where it is principally traded. Market values for shares for 
which there is no active market are determined by management. 

Investments in bonds and mortgage loans are carried at amor- 
tized cost net of any allowance for credit losses. The difference 
between the proceeds on the sale of a debt security and its amortized 
cost is considered to be an adjustment of future portfolio yield. Net 
realized gains and losses are included in Net Deferred Gains on 
Portfolio Investments Sold and are deferred and amortized over the 
period to maturity of the security sold. 

Investments in real estate are carried at cost net of write-downs and 
allowances for loss, plus a moving average market value adjustment of 
$82 million (2001 — $65 million). Net realized gains and losses are 
included in Net Deferred Gains on Portfolio Investments Sold and are 
deferred and amortized to earnings on a declining balance basis. Market 
values for all properties are determined annually by management based 
ona combination of the most recent independent appraisal and current 
market data available. Appraisals of all properties are conducted at least 
once every three years by qualified appraisers. 

Effective July 1, 2002 the Corporation has implemented revised 
Office of the Superintendent of Financial Institutions Canada rates 
used to calculate the moving average market value adjustment for 
shares and real estate. The rate used to adjust shares towards market 
value has been changed from 15% per annum to 5% per quarter and 
the rate used to adjust real estate towards market value has been 
changed from 10% per annum to 3% per quarter. This change in 
accounting estimate has been applied prospectively and did not have 
a material effect on the financial statements of the Corporation. 

Net investment income includes the amortization of net deferred 
realized gains on portfolio investments sold and net unrealized gains 
on shares and real estate investment of $220 million (2001 — $217 
million). 


Securitizations 

The Corporation periodically securitizes mortgages and personal 
loans through sales to commercial paper conduits that in turn issue 
securities to investors. The Corporation retains servicing responsi- 
bilities and certain elements of recourse with respect to credit losses 
on transferred loans. The Corporation also securitizes NHA- 
insured mortgages through the issuance of mortgage-backed securi- 
ties. Effective July 1, 2001, the Corporation adopted the Canadian 
Institute of Chartered Accountants (CICA) Accounting Guideline 12 
(AcG 12) — Transfers of Receivables, for transfers of loans occurring 
on or after July 1, 2001. 


POWER CORPORATION OF CANADA 


Notes to Consolidated Financial Statements 


Note 1. Summary of significant accounting policies (continued) 


Under AcG 12, transfers of loans are treated as sales provided that 
control over the transferred loans has been surrendered and consid- 
eration other than beneficial interests in the transferred loans has 
been received in exchange. The loans are removed from the consoli- 
dated balance sheet and a gain or loss is recognized in income imme- 
diately based on the carrying value of the loans transferred. The car- 
rying value is allocated between the assets sold and the retained 
interests in proportion to their fair values at the date of transfer. To 
obtain the fair value of the Corporation’s retained interests, quoted 
market prices are used if available. However, quotes are generally not 
available for retained interests, so the Corporation estimates fair 
value based on the present value of future expected cash flows using 
managements best estimates of key assumptions such as prepayment 
rates, excess spread, expected credit losses and discount rates com- 
mensurate with the risks involved. A servicing liability is also recog- 
nized and amortized over the servicing period as servicing fees. 

Transfers of loans occurring, or committed to, prior to July 1, 
2001, are accounted for as sales when the significant risks and 
rewards of ownership have been transferred and there is reasonable 
assurance regarding the measurement of the consideration derived 
from the sale. Gains on these transactions are deferred and recog- 
nized over the term of the structure as and when realized. To the 
extent there is recourse to the Corporation on the transaction, any 
gain is deferred until the cash is collected and there is no further 
recourse. Fees earned by the Corporation to service the securitized 
loans are recognized as services are provided. 

For all transfers of loans, gains and losses on sale and servicing fee 
revenues are reported in investment income in the consolidated 
statement of earnings. The retained interests in the securitized loans 
are recorded in other assets and the servicing liability is recorded in 
other liabilities on the consolidated balance sheet. 


Deferred selling commissions 

Commissions paid by Investors Group on the sale of certain mutual 
fund products are deferred and amortized against related fee income 
over a maximum period of seven years. Prior to April 1, 2001, the 
maximum period for amortization was three years. Investors Group 
has changed the period of amortization of these expenditures to 
reflect a more accurate estimate of their useful life. The change in 
accounting estimate was applied prospectively and resulted in a 
decrease of $32 million in commissions expense in 2002 ($62 million 
in 2001). Commissions paid on the sale of deposits are deferred and 
amortized over the term of the deposit with a maximum amortiza- 
tion period of five years. 


Goodwill and intangible assets 
Effective January 1, 2002, the Corporation adopted the recom- 
mendations of the CICA Handbook Section 3062 — Goodwill 
and Other Intangible Assets. Under this standard, goodwill and 
intangible assets with an indefinite life are no longer amortized 
but must be reviewed for impairment at least annually in addition 
to a transitional test upon adoption. 

No impairment loss resulted from the transitional impairment 
testing of allocated goodwill. Other than the elimination of goodwill 
amortization charges and a reclassification of $216 million from 
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Future Income Taxes to Goodwill on the Corporation’s balance 
sheet, the new standards had no impact on the financial statements 
for the year ended December 31, 2002. 

Goodwill amortization amounted to $149 million in 2001. In 
accordance with the provisions of Section 3062, prior periods have 
not been restated. 


Stock-based compensation plans 

Effective January 1, 2002, the Corporation adopted the recom- 
mendations of CICA Handbook Section 3870 — Stock-based 
Compensation and Other Stock-based Payments. Under this stan- 
dard, all stock-based payments to non-employees, as well as direct 
awards of stock and stock appreciation rights to employees, must be 
accounted for using a fair value-based method of accounting. This 
new standard encourages, but does not require, the use of the fair 
value-based method to account for all other stock-based transactions 
with employees. The Corporation has chosen to continue to account 
for stock-based compensation using the intrinsic value method. 
When the fair value-based method of accounting is not used for 
stock-based transactions with employees, pro forma net income and 
pro forma earnings per share must be disclosed as if the fair value- 
based method of accounting had been used to account for stock- 
based compensation cost. Although the Corporation did not grant 
stock options during the year, stock options were granted by sub- 
sidiaries. Had the fair value-based accounting method been applied 
to stock options granted in the year, net earnings would have been 


reduced by less than $1 million and earnings per common share 
would have been reduced by less than $0.01. 


Repurchase agreements 

Lifeco enters into repurchase agreements with third-party broker- 
dealers in which Lifeco sells securities and agrees to repurchase sub- 
stantially similar securities at a specified date and price. Such agree- 
ments are accounted for as investment financings. 


Derivative financial instruments 

Derivative financial instruments are utilized by the Corporation in the 
management of interest rate, foreign exchange and equity market 
exposures. The Corporation's policy is not to utilize derivative finan- 
cial instruments for speculative purposes. 

The Corporation formally documents all relationships between 
hedging instruments and hedged items, as well as its risk manage- 
ment objective and strategy for undertaking various hedge transac- 
tions. This process includes linking all derivatives to specific assets 
and liabilities on the balance sheet or to assets under management. 
The Corporation also formally assesses, both at the hedge’s inception 
and on an ongoing basis, whether the derivatives that are used in 
hedging transactions are highly effective in offsetting changes in fair 
values or cash flows of hedged items. 

The accounting policies used for derivative financial instruments 
held for hedging purposes correspond to those of the underlying 
hedged position. In the event a designated hedged item is sold, extin- 
guished or matures prior to the termination of the related derivative 
instruments, any realized or unrealized gain or loss on such deriva- 
tive instruments is immediately recognized in income. 


Notes to Consolidated Financial Statements 


Note 1. Summary of significant accounting policies (continued) 


Interest rate swaps are used to hedge interest rate risk related to 
asset and liability management. These swap agreements require the 
periodic exchange of payments without the exchange of interest the 
notional principal amount on which payments are based. Net invest- 
ment income is adjusted to reflect the exchange of payments under the 
interest rate swaps. 

Written call options are used in conjunction with interest rate 
swaps to effectively convert convertible, fixed rate bonds to non-con- 
vertible variable rate bonds as part of the Corporation's overall 
assets/liability matching program. The written call option hedges 
the Corporation’s exposure to the convertibility feature on the 
bonds. Any premiums received are recognized in net investment 
income over the life of the option. Gains and losses realized upon 
exercise of the option are amortized into income over the remaining 
term of the original hedged item. 

Put options are purchased to protect against significant drops in 
equity markets. Premiums paid are amortized to net investment 
income over the life of the options. Gains and losses realized upon 
exercise of the option are recognized in net investment income. 

Cross-currency swaps are used to hedge foreign currency risk 
related to asset and liability management. Under these swaps, princi- 
pal amounts and fixed and floating interest payments may be 
exchanged in different currencies. The carrying value on the balance 
sheet is adjusted to reflect the amount of the currency swapped and 
interest income is adjusted to reflect the interest receivable and inter- 
est payable under the swaps. The Corporation also enters into cer- 
tain foreign exchange forward contracts to hedge the translation of 
its United States operations and certain foreign denominated invest- 
ments into Canadian dollars. The realized gains and losses on these 
contracts are recognized in net investment income as the contracts 
are settled. Realized gains (losses) net of tax derived from derivative 
contracts held for other purposes, associated with the management 
of the volatility of the foreign currency translation of the United 
States revenues into Canadian dollars were $13 ($18 in 2001). 

Equity index swaps are used to hedge certain product liabilities. 
These equity index swaps are marked to market with realized and 
unrealized gains and losses included in net investment income off 
setting the respective realized and unrealized gains and losses on the 
underlying product liabilities and a corresponding market value 
adjustment in the amounts paid or credited to policyholders. Equity 
index swaps are also used as substitutes for cash instruments. These 
equity index swaps are marked to market with realized and unreal- 
ized gains and losses included in net investment income. 

The Corporation also enters into equity index swaps to offset 
changes that affect fee income earned on its mutual fund assets 
under management. The swap agreements require the periodic 
exchange of payments without the exchange of the notional princi- 
pal amount on which the payments are based. The Corporation des- 
ignates its equity swap agreements as hedges of the anticipated rev- 
enue stream. Management fee income is adjusted to include the 
payments made or received under the interest rate swaps. 

The Corporation also manages its exposure to market risk on its 
securities by entering into forward sale contracts as well as simulta- 
neously purchasing a put option and writing a call option on the 
same security. The Corporation designates these contracts as hedges 
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of the specified securities. Any unrealized gains and losses on the for- 
ward sales and collars are accounted for on a basis consistent with the 
related securities. 

The Corporation acts as a counterparty to forward contracts used 
in trading activities. As at December 31, 2002, the Corporation had 
equity-linked forward contracts outstanding with a notional amount 
of $1,618 million (2001 — nil), expiring January 9, 2003. Unrealized 
gains and losses on these contracts have been reported on a net basis 
in the Corporation’s consolidated financial statements since the 
Corporation has both the legal right and intent to settle these 
amounts simultaneously with the related on-balance sheet asset or 
liability. The credit risk exposure arising from these forward con- 
tracts is eliminated by the ability of the Corporation to settle on a net 
basis. 


Foreign currency translation 

All assets and liabilities denominated in foreign currency are trans- 
lated into Canadian dollars at exchange rates prevailing at the bal- 
ance sheet date for monetary items and at exchange rates prevailing 
at the transaction dates for non-monetary items. The Corporation 
follows the current rate method of foreign currency translation for its 
net investments in self-sustaining foreign operations. All income and 
expenses are translated at average rates prevailing during the year. 
Exchange gains and losses are included in earnings except those 
related to self-sustaining operations and financing related thereto, 
which are deferred in the shareholders’ equity section of the balance 
sheet. 

On January 1, 2002, the Corporation adopted the recommenda- 
tions of CICA Handbook Section 1650 — Foreign Currency 
Translation. The amended standards eliminate the deferral and 
amortization approach to exchange gains and losses on long-term 
monetary items and require the disclosure of exchange gains and 
losses included in the calculation of net income. This change in 
accounting policy had no material effect on the financial statements 
of the Corporation. 


Pension plans and other post-retirement benefits 

The Corporation maintains defined benefit pension plans for certain 
of its employees and agents. The plans provide pension based on 
length of service and final average earnings. The benefit obligation is 
actuarially determined and accrued using the projected benefit 
method pro-rated on service. Pension charge or credit consists of the 
aggregate of the actuarially computed cost of pension benefits pro- 
vided in respect of the current year’s service, imputed interest on the 
funding excess or deficiency of the plan, and the amortization of 
experience gains or losses over the expected average remaining ser- 
vice life of employees. Plan assets are valued at market value for pur- 
poses of calculating the expected long-term rate of return. 

The Corporation also has an unfunded supplementary pension 
plan for certain executives. Pension expense related to current ser- 
vices are charged to income in the period during which the services 
are rendered. 

The Corporation also provides certain post-retirement health 
care and life insurance benefits to eligible retirees, agents and 
their dependants. 
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POWER CORPORATION OF CANADA 


Notes to Consolidated Financial Statements 


Note 1. Summary of significant accounting policies (continued) 


Future accounting changes, make payments under the guarantees. This guideline will come into 
Disclosure of Guarantees effect during the Corporation’s first quarter of 2003. 

In February 2003, the Canadian Institute of Chartered Accountants Comparative figures 

issued Accounting Guideline 14, Disclosure of Guarantees. This Certain of the 2001 amounts presented for comparative purposes have 
guideline provides guidance regarding the identification of guaran- been reclassified to conform with the presentation adopted in the 
tees and requires a guarantor to disclose the significant details of current year. 


guarantees that have been given regardless of whether it will have to 


Note 2. Investments Estimated 
Carrying value market value 
Held by the 
Corporation 
Held by and other 
Lifeco subsidiaries Total 
Millions 
$ $ $ $ 
December 31, 2002 
Shares 1,348 1,001 2,349 2,248 
Bonds 33,764 2 33,766 35,335 
Mortgages and other loans 7,850 549 8,399 8,903 
Loans to policyholders 6,177 6,177 6,177 
Real estate 1,267 3 1,270 1,484 
50,406 1,555 51,961 54,147 
$ $ $ $ 
December 31, 2001 
Shares 1,148 1,089 2 al 2,389 
Bonds 32,581 4 32,585 33,296 
Mortgages and other loans 8,369 655 9,024 9,456 
Loans to policyholders 6,213 6,213 6,213 
Real estate 272 4 1,276 ons 
49,583 1,752 Eyl, Soo 52,869 


Term to maturity and interest rate range of bonds and mortgage loans (before allowance for credit losses) 


Effective 

1 year 1-5 Over 5 interest 

December 31, 2002 or less years years Total rate ranges 

Millions 

$ $ $ $ % 

Bonds 3,663 8,818 21,358 33,839 1.2-14.5 

Mortgage loans 399 4,735 3,380 8,514 3.7-14.0 
December 31, 2001 

§ § a; $ % 

Bonds 2,456 28K 22,898 32,585 0.6-14.5 

Mortgage loans 1,879 3,647 3,310 8,836 3,7-14.0 


Notes to Consolidated Financial Statements 


Note 2. Jnvestments (continued) 


Changes in the allowance for credit losses: 


Millions 
2002 2001 
$ $ 
Balance, beginning 
of year 167 155 
Increase in provision 
for credit losses 35 5 
Recoveries 12 3 
Write-offs (25) (16) 
Other (1) 20 
Balance, end of year 188 167 


The allowance for credit losses includes general provisions, estab- 
lished at a level that, together with the provision for future credit 
losses included in actuarial liabilities, reflects management's esti- 
mates of potential future credit losses. 

Also included in mortgages and other loans are modified/ 
restructured loans that are performing in accordance with their cur- 
rent terms amounting to $183 million (2001 — $236 million). 

Investments in real estate include an asset value allowance, which 
provides for deterioration of market values associated with real estate 
held for investment amounting to $25 million (2001 — $27 million). 


Included in investments are the following: 


Impaired loans: 


Millions 
- 2002 2001 
$ $ 
Mortgage loans 13 21 
Foreclosed real estate 3 17 
Bonds 125 152 
~—_ 141 190 


Impaired loans include non-accrual loans and foreclosed real estate 

held for sale. Bond and mortgage investments are reviewed on a loan 

by loan basis to determine impaired status. Loans are classified as 
non-accrual when: 

(1) payments are 90 days or more in arrears, except in those cases 
where, in the opinion of management, there is justification to 
continue to accrue interest; or 

(2) the Corporation no longer has reasonable assurance of timely 
collection of the full amount of the principal and interest due; or 

(3) modified/restructured loans are not performing in accordance 
with the contract. 

Where appropriate, provisions are established or write-offs made 
to adjust the carrying value to the net realizable amount. Wherever 
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possible the fair value of collateral underlying the loans or observable 
market price is used to establish net realizable value. 


Securitizations 
During the year, the Corporation securitized the following loans 
with gains, net of transactions costs, being recognized in net invest- 
ment income: 


Millions 
2002 2001 
Principal Principal 
amount Net amount Net 
securitized gain — securitized gain 
$ $ $ $ 
Residential 
mortgages 131 2 632 
NHA insured 
mortgages 58 ths) ] 
Personal investment 
loans 32 2 10 


The Corporation’s retained interest in the securitized loans is subor- 
dinated to the interests of the related commercial paper conduits 
and mortgage-backed securities holders (the “Purchasers”). The 
Purchasers do not have recourse to the Corporation’s other assets for 
any failure of the borrowers to pay when due. 

The key economic assumptions used to value the retained inter- 
est related to the residential mortgages include a discount rate of 
5.3%, excess spread of 1.2% and a prepayment rate of 15%. At 
December 31, 2002, the current fair value of retained interests was 
$15 million. The sensitivity to immediate 10% and 20% adverse 
changes to key assumptions was considered to be immaterial. 
Proceeds from securitization transactions were $217 million 
($703 million in 2001). 
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POWER CORPORATION OF CANADA 


Notes to Consolidated Financial Statements 


Note 3. Investment in affiliates, at equity (a) 


Millions 
2002 2001 
$ $ 
Carrying value, January 1 1,406 1,296 
Investment 4 
Share of operating earnings 80 33 
Share of non-operating earnings (87) 72 
Foreign currency translation adjustments 210 19 
Amortization of goodwill (3) 
Dividends (36) (31) 
Other, net (15) 20 
Carrying value, December 31 1,562 1,406 
Share of equity, December 31 1,544 1,391 


(a) Composed principally of Power Financial’s interest in Parjointco N.V., 50% held by Power Financial. At December 31, 2002 Parjointco 
N.Y. held a voting interest of 61.4% (2001 — 61.4%) and an equity interest of 54.6% (2001 — 54.6%) in Pargesa Holding S.A. 


Note 4. Goodwill and intangible assets 


A summary of changes in the Corporation’s goodwill and intangible assets is as follows: 


Goodwill Intangible assets Total 
Balance, beginning of year 4,861 69 4,930 
Reclassification between goodwill and intangible assets (1,389) 1,389 
Reclassification between goodwill and future taxes 216 216 
Goodwill disposed of during the year (33) (33) 
Other 93 93 
Balance, end of year 3,748 1,458 5,206 


Intangible assets represent the fair value of mutual fund management contracts, trade names, brands and trademarks and the shareholders’ 
portion of acquired future participating profits. These are, for the most part, indefinite life intangible assets and are not subjet to amortization. 


Note 5. Other assets 


Millions 

2002 2001 

$ $ 

Funds withheld by ceding insurers 4,786 4,47] 
Dividends interest and other receivables 1,067 1,226 
Premiums in course of collection 305 410 
Deferred selling commissions 727 657 
Fixed assets, net of accumulated depreciation 464 91] 
Accrued pension asset (Note 12) 190 162 
Other 465 483 
8,004 7,926 
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Notes to Consolidated Financial Statements 
Note 6. Actuarial liabilities 


a) Nature of actuarial liabilities financial condition of its reinsurers and monitors concentrations 


Actuarial liabilities of Lifeco represent the amounts equal to the 
carrying value of the assets that, taking into account the other per- 
tinent items on the balance sheet, will be sufficient to discharge 
the Corporation's obligations over the term of the liability for its 
insurance policies and to pay expenses related to the administra- 
tion of those policies. Actuarial liabilities are determined using 
generally accepted actuarial practices, according to standards 
established by the Canadian Institute of Actuaries. In accordance 
with these accepted practices, actuarial liabilities have been deter- 
mined in accordance with Canadian Asset Liability Method. 

In the computation of actuarial liabilities, valuation assump- 
tions have been made regarding rates of mortality/morbidity, invest- 
ment returns, levels of operating expenses and rates of policy termi- 
nation. The valuation assumptions use best estimates of future 
experience together with a margin for misestimation and experience 
deterioration. These margins have been set in accordance with 
guidelines established by the Canadian Institute of Actuaries and 
are necessary to provide reasonable assurance that the actuarial lia- 
bilities are adequate to cover a range of possible outcomes. Margins 
are reviewed periodically for continued appropriateness. 


b) Interest rate risk 

Interest rate risk is managed by effectively matching portfolio 
investments with liability characteristics. Hedging instruments are 
employed where necessary when there is a lack of suitable perma- 
nent investments to minimize loss exposure to interest rate 
changes. Testing under several interest rate scenarios (including 
increasing and decreasing rates) is done to provide for reinvest- 
ment risk. 


c) Credit risk 

Credit risk is managed through an emphasis on quality in the 
investment portfolio and by maintenance of issuer, industry and 
geographic diversification standards. For Lifeco, projected invest- 
ment returns are reduced to provide for future credit losses on cur- 
rently held assets. 


d) Reinsurance risk 


Maximum benefit amount limits (which vary by line of business) 
are established for life and health insurance and property and 
casualty insurance and reinsurance is purchased for amounts in 
excess of those limits. 

Reinsurance contracts do not relieve Lifeco from its 
obligations to policyholders. Failure of reinsurers to honour their 
obligations could result in losses to Lifeco. Lifeco evaluates the 
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of credit risk to minimize its exposure to significant losses from 
reinsurer insolvencies. 
As a result of reinsurance, actuarial liabilities have been 


reduced by $1,379 million (2001 — $1,316 million). 


e) Foreign exchange risk 


If the assets backing actuarial liabilities are not matched by cur- 
rency, changes in foreign exchange rates can expose the 
Corporation to the risk of foreign exchange losses not offset by lia- 
bility decreases. 

Foreign exchange risk is managed whenever possible by 
matching assets with related liabilities by currency and through 
the use of derivative instruments such as forward contracts and 
cross-currency swaps. These financial instruments allow the 
Corporation to modify an asset position to more closely match 
actual or committed liability currency. 


f) Liquidity risk 


Liquidity risk is the risk that the Corporation will have difficulty 
in raising funds to meet commitments. The liquidity needs of the 
Corporation are closely managed through cash flow matching of 
assets and liabilities and forecasting earned and required yields, to 
ensure consistency between liability requirements and the yield of 
assets. Over 55% of policy liabilities are non-cashable prior to 
maturity or subject to market value adjustments. 


g) Sensitivity of actuarial assumptions 


The actuarial assumption most susceptible to change in the short 
term is future investment returns. One way of measuring the 
interest rate risk associated with this assumption is to determine 
the effect on the present value of the projected net asset and liabil- 
ity cash flows of the non-participating business of Lifeco of an 
immediate 1% increase or an immediate 1% decrease in the level 
of interest rates. The effect of an immediate 1% increase in inter- 
est rates would be to increase the present value of these net pro- 
jected cash flows by $68 million. The effect of an immediate 1% 
decrease in interest rates would be to decrease the present value of 
these net projected cash flows by $75 million. The level of actuar- 
ial liabilities established under the Canadian Asset Liability 
Method of valuation provides for interest rate movements signifi- 
cantly greater than the 1% shifts shown above. 


POWER CORPORATION OF CANADA 


Notes to Consolidated Financial Statements 


Note 7. Long-term debt 


Millions 
2002 2001 
$ $ 
Power Financial Corporation 
Exchangeable debentures, due April 30, 2014 (i) 105 
7.65% debentures due January 5, 2006 (ii) 150 150 
Investors Group Inc. 
5.52% Prefered A Units, due December 31, 2002 4] 
Floating Bankers’ Acceptance, due May 30, 2006 450 550 
6.75% Debentures 2001 Series, due May 9, 2011 450 450 
6.65% Debentures 1997 Series, due December 13, 2027 125 125 
7.45% Debentures 2001 Series, due May 9, 2031 150 150 
7.00% Debentures 2002 Series, due December 31, 2032 175 
Great-West Lifeco Inc. 
First mortgages secured by real estate and limited recourse mortgages 
at interest rates from 6.4% to 11.7% maturing at various dates to 2014 122 156 
6.74% Debentures, due November 24, 2031, unsecured 200 200 
7.25% Subordinated capital income securities redeemable 
on or after June 30, 2004, due June 30, 2048, unsecured (US$175 M) 276 2719 
6.75% Debentures due August 10, 2015, unsecured 200 200 
Other notes payable at interest rates from 8.07% to 9.0% 15 25 
Other 
Bank loan at prime plus a premium varying between 0.625% and 2.750% 
(effective rate of 8.2% at December 31, 2002) 80 107 
2,393 2,544 


i) During the year, these debentures were redeemed by the delivery 
of 5,465,742 common shares of BCE Inc. and 8,583,325 
common shares of Nortel. The aggregate carrying value of these 
shares was $103 million. 


These debentures were effectively converted into a Swiss franc 
denominated debt (SF 127,518,490) bearing interest at 4.43% 
payable semi-annually through a ten-year cross-currency swap 
expiring in 2006. The carrying value of this swap is included in 
Other assets. 


Sa ne en 
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Interest expense on long-term debt amounted to $155 million 
(2001 — $130 million). 

The maximum aggregate amount of principal payments on long- 
term debt in each of the next five years is as follows: $59 million in 
2003; $31 million in 2004; $37 million in 2005; $627 million 
in 2006; and $33 million in 2007. 


Notes to Consolidated Financial Statements 


Note 8. Other liabilities 


Accounts payable and accrued liabilities 
Net deferred gains on portfolio investments sold (a) 


Income taxes payable 


Pension and other post-retirement benefits (Note 12) 
Bankers’ acceptances 

Commercial paper and other loans 
Repurchase agreements 

Dividends and interest payable 


Shares 

Bonds 
Mortgage loans 
Real estate 


Non-controlling interests include: 
Participating policyholders 
Preferred shareholders of subsidiaries 
Trust units issued by Great-West Life Capital Trust 
Common shareholders of subsidiaries 


Earnings attributable to non-controlling interests include: 
Earnings attributable to participating policyholders 
Dividends to preferred shareholders of subsidiaries 
Earnings attributable to common shareholders of subsidiaries 
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Millions 


Millions 


Millions 


POWER CORPORATION OF CANADA 


Notes to Consolidated Financial Statements 


Note 10. Stated capital 


Non-participating shares 


Cumulative Redeemable First Preferred Shares, 1986 Series (i) 
Authorized — Unlimited number of shares 
Issued — 1,059,878 (2001 — 1,139,878) shares 
Series A First Preferred Shares (ii) 
Authorized and issued — 6,000,000 shares 
Series B First Preferred Shares (iii) 
Authorized and issued — 8,000,000 shares 
Series C First Preferred Shares (iv) 
Authorized and issued — 6,000,000 shares 


Participating shares 


a 


Participating Preferred Shares (v) 
Authorized — Unlimited number of shares 
Issued — 24,427,386 shares 


Subordinate Voting Shares (vi) (vii) 
Authorized — Unlimited number of shares 
Issued — 197,704,052 (2001 — 196,681,452) shares 


Entitled to a quarterly cumulative dividend of one quarter of 
70% of the prime rate of two major Canadian chartered banks. 
The shares are redeemable by the Corporation at $50 per share. 
The Corporation will make all reasonable efforts to purchase, on 
the open market, 20,000 shares per quarter, such number being 
cumulative only in the same calendar year. During the calendar 
year, 80,000 shares (2001 — 80,000) were purchased for cancella- 
tion for $4 million (2001 — $4 million). 

The 5.60% Non-Cumulative First Preferred Shares, Series A are 
entitled to fixed non-cumulative preferential cash dividends at a 
rate equal to $1.40 per share per annum. On and after June 11, 
2004, the Corporation may redeem for cash the Series A First 
Preferred Shares in whole or in part, at the Corporation's option, 
at $26.00 per share if redeemed on or prior to June 11, 2005, 
$25.75 if redeemed thereafter and on or prior to June 11, 2006, 
$25.50 if redeemed thereafter and on or prior to June 11, 2007, 
$25.25 if redeemed thereafter and on or prior to June 11, 2008 
and $25.00 if redeemed thereafter, in each case together with all 
declared and unpaid dividends to the date of redemption. 


iii) The 5.35% Non-Cumulative First Preferred Shares, Series B 


are entitled to fixed non-cumulative preferential cash dividends 
at a rate equal to $1.3375 per share per annum. On and after 
November 28, 2006, the Corporation may redeem for cash the 
Series B First Preferred Shares in whole or in part, at the 
Corporation's option, at $26.00 per share if redeemed prior to 
November 28, 2007, $25.75 if redeemed thereafter and prior to 
November 28, 2008, $25.50 if redeemed thereafter and prior to 
November 28, 2009, $25.25 if redeemed thereafter and prior to 
November 28, 2010 and $25.00 if redeemed thereafter, in each 
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Millions 

2002 2001 
$ $ 
53 57 
150 150 
200 200 

150 
553 407 
27 27 
342 333 
369 360 


Se 


case together with all declared and unpaid dividends to the date 
of redemption. 


iv) During the year the Corporation issued 6,000,000 5.80% Non- 


v) 


Cumulative First Preferred Shares, Series C for cash proceeds of 
$150 million. The 5.80% Non-Cumulative First Preferred 
Shares, Series C are entitled to fixed non-cumulative preferential 
cash dividends at a rate equal to $1.45 per share per annum. On 
and after December 6, 2007 the Corporation may redeem for 
cash the Series C First Preferred Shares in whole or in part, at the 
Corporation’s option, at $26.00 per share if redeemed prior to 
December 6, 2008, $25.75 if redeemed thereafter and prior to 
December 6, 2009, $25.50 redeemed therafter and prior to 
December 6, 2010, $25.25 if redeemed thereafter and prior to 
December 6, 2011 and $25.00 if redeemed on or after December 
6, 2011, in each case together with all declared and unpaid divi- 
dends to the date of redemption. 

Entitled to ten votes per share; entitled to a non-cumulative 
dividend of 1%¢ per share per annum before dividends on the 
subordinate voting shares and having the right to participate, 
share and share alike, with the holders of the subordinate voting 
shares in any dividends in any year after payment of a dividend of 
1%¢ per share on the subordinate voting shares. 


vi) Entitled to one vote per share. 
vii)During the year, 1,022,600 (721,830 in 2001) subordinate 


voting shares were issued under the Corporation’s Executive 
Stock Option Plan for a consideration of $9 million ($7 million 
in 2001). 


Notes to Consolidated Financial Statements 


Note 11. Stock-based compensation 


i) The Corporation established a deferred share unit plan for the 
directors of the Corporation, on October Ist, 2000. Under this 
plan, each director may elect to receive his or her annual retainer 
and attendance fees, entirely in the form of deferred share units, 
entirely in cash, or equally in cash and deferred share units. The 
number of deferred share units granted is determined by dividing 
the amount of remuneration payable by the five-day-average 
closing price on the Toronto Stock Exchange of the Subordinate 
Voting Shares of the Corporation on the last five days of the fiscal 
quarter (the “value of a deferred share unit”). A director who has 
elected to receive deferred share units will receive additional 
deferred share units in respect of dividends payable on 
Subordinate Voting Shares, based on the value of a deferred share 
unit at that time. A deferred share unit shall be redeemable at the 
time a directors membership on the Board is terminated or in the 
event of the death of a director by a lump sum cash payment, 
based on the value of a deferred share unit at that time. At 
December 31, 2002, the value of deferred share units outstand- 
ing was $0.5 million ($0.4 million in 2001). 


ii) Effective May 1, 2000, an Employee Share Purchase Program 
(“ESPP”) was implemented, giving employees the opportunity to 
subscribe for up to 6 per cent of their gross salary to purchase 
Subordinate Voting Shares of the Corporation on the open 
market and to have the Corporation invest, on the employee's 
behalf, a further amount. The amount paid on behalf of employ- 
ees was $0.2 million in 2002 ($0.3 million in 2001). 

ili) Under the Corporation’s Executive Stock Option Plan estab- 
lished on March 8, 1985, 11,477,750 additional shares are 
reserved for issuance. The plan requires that the exercise price 
under the option must not be less than the market value of a 
share on the date of the grant of the option. Options have a term 
of ten years and may be exercised as follows: 50% one year after the 
grant date, 75% two years after the grant date and 100% three 
years after the grant date except for a grant of 25,000 options in 
1999 which will become fully vested in 2004 and a grant of 
100,000 options in 2000, which became fully vested at the date 
of the grant. 


A summary of the status of the Corporation's stock option plan as at December 31, 2002 and 2001, and changes during the years ended on 


those dates is as follows: 


Options 
Outstanding at beginning of year 10,215,450 
Granted 
Exercised (1,022,600) 
Forfeited (5,750) 
Outstanding at end of year 9,187,100 
Options exercisable at end of year 7,623,975 


2002 


2001 
Weighted-average Weighted-average 
exercise price Options exercise price 
$ $ 
20.78 8,555,930 15.79 
2,381,350 SoroA 
8.99 (721,830) 9.50 
22.73 
22.09 10,215,450 20.78 
19.99 7,077,450 15.67 


The following table summarizes information about stock options outstanding at December 31, 2002: 


Options outstanding 


Range of Weighted-average 
exercise prices Options remaining life 
$ 

9.95-12.00 3,316,100 25 
12.00-16.00 280,000 3.9 
20.00-24.00 1,526,550 To 
24.00-28.00 1,683,100 De 
32.00-35.325 2,381 350 8.3 
; 9,187,100 54 
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Options exercisable 


Weighted-average Weighted-average 


exercise price Options exercise price 
$ $ 

10.30 3,316,100 10.30 

14.19 280,000 14.19 

2253 1,179,100 223 

27.36 1,658,100 27.39 

35.31 1,190,675 30.31 

22.09 7,623,975 19.99 
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POWER CORPORATION OF CANADA 


Notes to Consolidated Financial Statements 


Note 12. Pension plans and other post-retirement benefits 


The Corporation maintains funded defined benefit pension plans for Corporation also provides post-retirement health and life insurance 
certain of its employees and agents as well as unfunded supplementary benefits to eligible retirees, agents and their dependants. 
employee retirement plans (“SERP”) for certain executives. The 
Millions 
2002 2001 
Pension Other Pension Other 
plans benefits plans benefits 
$ $ $ $ 
Fair value of plan assets 
Balance, beginning of year 2,085 2,054 
Employee contributions 13 13 
Employer contributions 25 { 
Benefits paid (159) (128) 
Return on plan assets (60) 19 
Business acquisition 1 100 
Foreign exchange (3) 18 
Balance, end of year 1,902 2,085 
Accrued benefit obligations 
Balance, beginning of year 1,948 340 1,778 265 
Benefits paid (165) (11) (134) (11) 
Current service cost 47 15 48 12 
Employee contributions 13 = 15 
Interest cost 132 22 128 21 
Experience (gain) loss 63 (32) 7 45 
Business acquisition 1 - 91 5 
Foreign exchange (1) (1) 15 3 
Balance, end of year 2,038 333 1,948 340 
Funded status 
Fund surplus (deficit) (a) (136) (333) (ey (340) 
Unamortized net experience (gains) losses 200 (9) (68) 22 
Unamortized net (asset) obligation at transition (4) 
Valuation allowance (29) 
Accrued asset (liability) (b) a 64 (342) 36 (318) 
Charge (credit) was determined as follows nn 
Current service cost 47 15 48 12 
Interest cost 132 22 128 2] 
Expected return on plan assets (158) (172) 
Amortization of net experience gains (3) (17) 
Amortization of net (asset) obligation at transition (4) (4) 
Valuation allowance (8) ] 
<P 37 (10) 33 
Significant weighted average actuarial assumptions 
Discount rate 6.69% 6.74% 6.82% 6.92% 
Expected long-term rate of return on plan assets 7.80% 7.91% 
Rate of compensation increase 4.94% 4.16% 
In determining the expected cost of health care benefit plans, it was these rates would gradually decrease to a level of 4.8% by 2008 in 


assumed that health care costs would increase in 2002 by 5.6% to Canada and to a level of 5.25% by 2011 in the United States. 
8.4% in Canada and by 9.5% in the United States. It is assumed that 
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Note 12. Pension plans and other post-retirement benefits (continued) 


(a) The aggregate accrued benefit obligations and aggregate fair 
value of plan assets of individual pension benefit plans that had 
accrued benefit obligations in excess of the fair value of their 
related plan assets at December 31, 2002 amounted to 
$1,930 million (2001 — $236 million) and $1,745 million (2001 
— $3 million), respectively. 


financial statements as follows: 


2001 
Pension Other Pension Other 
plans benefits Total plans benefits 

Accrued pension asset 190 190 162 
Accrued pension liability (126) (342) (468) (126) (318) 
Accrued asset (liability) 64 (342) (278) 36 (318) 

Note 13. Other income, net 
Millions 


- - 2002 


7% _ 7 $ 
Share of Pargesa’s non-operating earnings (87) 
Gain resulting from dilution of Power Financial Corporation's interest in Investors Group (Note 23) 
Restructuring charges (Note 23) 
Other 1 
(86) 
Note 14. Income taxes 
The following table reconciles the statutory and effective tax rates: 
: - ae 2002 
Combined basic Canadian federal and provincial tax rate 39.5% 
Non-taxable investment income (3.7) 
Equity in net earnings of affiliates 0.1 
Lower effective tax rates on income not subject to tax in Canada (2.2) 
Dilution gain 
Miscellaneous including Large Corporation's Tax \ 0.7 
> 34.4% 


S)5) 


(b) The net accrued asset (liability) shown above is presented in these 
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Note 14. /nmcome taxes (continued) 


Components of income tax expense are: 
Current income taxes 
Future income taxes (recovery) 


Future income taxes consist of the following temporary differences: 
Policy liabilities 
Restructuring costs 
Portfolio investments 
Other future income tax assets 


Future income tax assets 


Deferred selling commissions 
Intangible assets 
Other future income tax liabilities 


Future income tax liabilities 


As at December 31, 2002, the Corporation has available non-capital 
tax loss carry forwards of approximately $57 million, expiring at var- 
ious dates to 2009. In addition, a subsidiary has capital loss carry 


Note 15. Earnings per share 


Millions 

2002 2001 
652 669 
112 (7) 
764 662 
31 102 
41 51 
209 235 
121 155 
402 543 
258 243 
216 = 
79 70 
B13 


forwards that can be used indefinitely to offset future capital gains of 
approximately $61 million. 


The following is a reconciliation of the numerators and the denominators of the basic and diluted earnings per participating share computations: 


For the twelve months ended December 


Net earnings 
Dividends on non-participating shares 


Net earnings available to participating shareholders 


Weighted number of participating shares outstanding (millions) 
— basic 

Exercise of stock options 

Shares assumed to be repurchased 

with proceeds from exercise of stock options 


Weighted number of participating shares outstanding 
(denominator) (millions) 
— diluted 


Millions 

2002 2001 
$ $ 
645 618 
(22) (12) 
623 606 
221.9 220.8 
9.2 10.2 
(5.3) (6.0) 
225.0 


225.8 
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Note 16. Fair value of financial instruments and risk management 


The following table presents the fair value of the Corporation’s 
financial instruments using the valuation methods and assumptions 
described below. Fair value represents the amount that would be 
exchanged in an arm’s length transaction between willing parties and 
best evidenced by a quoted market price, if one exists. Fair values are 


_— ; Book 
value 

Assets $ 
Cash and cash equivalents 3,001 
Investments (excluding real estate) 50,691 
Other financial assets 6,158 
Total financial assets 59,850 
Liabilities $ 
Policy liabilities 48,296 
Deposits and certificates 709 
Long-term debt 2,393 
Other financial liabilities 3,811 
Total financial liabilities 55,209 


Fair value is determined using the following methods and 
assumptions: 

The fair value of temporary financial instruments is assumed to 
be equal to book value due to their short-term maturities. These 
include cash and cash equivalents, dividends and interest receivable, 
and premiums in the course of collection. 

Shares and bonds are valued at quoted market prices, when avail- 
able. When a quoted market price is not readily available, alternative 
valuation methods may be used. Mortgage loans are determined by 
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management's estimates and are generally calculated using market 
conditions at a specific point in time and may not reflect future fair 
values. The calculations are subjective in nature, involve uncertainties 
and matters of significant judgment. 


Millions 

2001 
Fair Book Fair 
value value value 
$ $ $ 
3,001 2,590 2,590 
52,663 50,059 51,354 
6,158 6,113 One 
61,822 58,762 60,057 
$ $ $ 
50,484 47,599 49 038 
718 671 682 
2,490 2,544 2,589 
3,811 454) 454] 
57,503 BY) So 56,850 


discounting the expected future cash flows at market interest rates 
for loans with similar credit risk. 

The fair value of policy liabilities is based on the fair value of the 
assets of Lifeco supporting them. 

Deposit liabilities are determined by discounting the contractual 
cash flows using market interest rates currently offered for deposits 
with similar terms and credit risks. 

Long-term debt is determined by reference to current market 
prices for debt with similar terms and risks. 
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Note 17. Off balance sheet financial instruments 


The Corporation, in the normal course of managing exposure to 
fluctuations in interest rates, foreign exchange rates and market risks, 
is party to various derivative financial instruments, the notional 
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amount of which is not recorded on the balance sheet. The follow- 
ing table summarizes the portfolio of off-balance sheet financial 


instruments at December 31: 


Millions 
; Notional Amount Total 
1 year or 1=5 Over 5 Maximum estimated 
2002 less years years Total credit risk fair value 
$ $ $ $ $ $ 
Interest rate contracts 
Interest rate swaps SZ 1,230 81 1,503 37 4 
Options written 302 302 (6) 
Options purchased 798 999 1,797 
990 2,531 81 3,602 37 (2) 
Foreign exchange contracts 
Forward contracts 1,402 1,098 2,500 5 (38) 
Currency options 782 782 3 3 
Cross currency swaps 135 606 345 1,086 17 (112) 
2,319 1,704 345 4,368 25 (147) 
Market risk management 
Options purchased 22 62 84 6 6 
Options written 24 78 102 (10) 
Forward sales 17 17 4 4 
Equity contracts 173 125 298 61 56 
219 282 501 71 56 
3,528 4,517 426 8,471 133 (93) 
2001 Millions 
$ $ $ $ $ $ 
Interest rate contracts 
Interest rate swaps 233 1198 163 Tool 4] 34 
Options written 118 187 305 (4) 
Options purchased 655 1,787 2,442 = 3 
1,006 oize 163 4,298 44 33 
Foreign exchange contracts 
Forward contracts 992 749 1,741 1 (44) 
Currency options 
Cross currency swaps 42 537 435 1,014 56 (35) 
1,034 1,286 435 2,799 5] (79) 
Market risk management a | , 
Options purchased 65 67 132 2] 27 
Options written 86 82 168 (24) 
Forward sales 10 7 27 ] 
Equity contracts 331 93 424 78 59 
492 259 751 106 62 
2,932 4,674 598 7,804 207 16 


Notes to Consolidated Financial Statements _ 
Note 17. Off -balance sheet financial instruments (continued) 


The amount subject to credit risk is limited to the current market 
value of the instruments which are in a gain position. The maximum 
credit risk is presented without giving effect to any netting agreements 
or collateral arrangements and does not reflect actual or expected 
losses. The total estimated fair value represents the total amount that 
the Corporation would receive (or pay) to terminate all agreements at 
year-end. However, this does not represent a gain or loss to the 


Note 18. Contingent liabilities 


The Corporation’s subsidiaries are subject to legal actions, including 
proposed class actions, arising in the normal course of business. It is 
not expected that any of these legal actions will have a material 
adverse effect on the consolidated financial position of the 
Corporation. 

At December 31, 2002, there are three proposed class actions 
against Great-West (one in each of British Columbia, Ontario and 
Quebec) related to the availability of policyholder dividends to pay 
future premiums. In June 2001, London Life announced an agree- 
ment to settle proposed class actions related to the availability of 
policyholder dividends to pay future premiums on participating life 
insurance policies purchased from London Life. The agreement 
received final court approval in 2002. As at the date of settlement, 
estimated future settlement benefits of $180 million and expenses 


Note 19. Commitments 


Clients residing in the United States are required pursuant to their 
insurance laws to obtain letters of credit issued on London 
Reinsurance Group’s (LRG), a subsidiary of London Life, behalf 
from approved banks in order to further secure LRG’s obligations 
under certain reinsurance contracts. 

LRG has a syndicated letter of credit facility providing 
US$1,425 million in letters of credit capacity. The facility has three 
tranches. One tranche, arranged in 2002 in the amount of 
US$655 million, is for a one-year term to November 20, 2003. The 
second tranche, also arranged in 2002 in the amount of US$370 
million, has a three-year term expiring November 15, 2005. The 
third tranche of US$400 million expires on October 27, 2003. 


Note 20. Special charges 


The Corporation’s 2001 results include a non-recurring net charge 
of $88 million related to losses of Alta Health & Life Insurance 
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Corporation as the hedged position is matched to certain of the 
Corporation's assets and liabilities. All counterparties are highly rated 
financial institutions on a diversified basis. 

The fair value of derivative financial instruments is based on 
quoted market prices, when available, prevailing market rates for 
instruments with similar characteristics and maturities, or net present 
value analysis. 


related to the administration of the settlement in the amount of 
$20 million were fully provided for in existing reserves in London 
Life’s participating account. Actual results could differ from those 
estimates. There is also a proposed class proceeding in Ontario 
against Lifeco, Great-West, London Insurance Group and London 
Life regarding the participation of the London Life participating 
policyholder account in the financing of the acquisition of London 
Insurance Group in 1997 by Great-West. These proceedings are in 
their early stages, and it is difficult to predict their outcome with cer- 
tainty. However, based on information presently known, it is not 
expected that any of these proceedings will have a material adverse 
effect on the consolidated financial position of the Corporation. 


Under the terms and conditions of the facility, collateralization may 
be required dependant on the future credit ratings of specific LRG 
subsidiaries and London Life or if a default under the letters of credit 
agreement occurs. LRG has issued US$1,079 million in letters of 
credit under the facility as at December 31, 2002. LRG had issued 
US$1,105 million under a previous letter of credit facility at 
December 31, 2001. In addition, LRG has other bilateral letter of 
credit facilities totalling US$40 million (2001 — US$40 million). 
Bonds and debentures in the amount of $11 million (2001 — 
$15 million) have been pledged to support these letters of credit. 


Company (Alta), an indirect wholly owned subsidiary and part of 
Lifeco’s United States Employee Benefits segment. 


POWER CORPORATION OF CANADA 


Notes to Consolidated Financial Statements 


Note 21. Events of September 11, 2001 


The Corporation’s 2001 results include a net charge of $40 mil- 
lion related to claims provisions from the events of September 11, 
2001, related to the reinsurance business. 


Note 22. Segmented information 


The following strategic business units constitute the Corporation's 
reportable operating segments: 

Great-West Lifeco Inc. offers, through Great-West and LIG in 
Canada and GWL&A in the United States, a wide range of life 
insurance, health insurance, retirement and investment products, as 
well as reinsurance and specialty general insurance products to indi- 
viduals, businesses and other private and public organizations. 

Investors Group offers a comprehensive package of financial 
planning services and investment products to its client base. 
Investors Group derives its revenues from a range of sources, but pri- 
marily from management fees, which are charged to its mutual funds 
for investment advisory and management services. Investors Group 
also earns revenue from fees charged to its mutual funds for admin- 
istrative services. 


Information on profit measure 
December 31, 2002 


Revenues 
Premium income 
Net investment income 
Fees and media income 


Expenses 
Insurance claims 
Commissions, other operating expenses 
Interest expense 


Share of earnings of affiliates 
Other income — net 


Earnings before income taxes and non-controlling interest 
Income taxes 
Non-controlling interests 


Contribution to consolidated net earnings 


Information on asset measure 


December 31, 2002 


Total assets 
Assets under administration 


Parjointco N.V., holds the Corporation’s interest in Pargesa 
Holding S.A., a holding company which holds diversified interests 
in a limited number of major communications, specialty minerals 
and utility energy, companies based in Europe. 

Other is made up of corporate activities of the Corporation, Power 
Financial, Gesca Ltée and Power Technology Investment Corporation. 
Other also includes consolidated adjustments. 

The accounting policies of the operating segments are the same 
as those described in the summary of significant accounting policies. 
The Corporation evaluates the performance based on the operating 
segment’s contribution to consolidated net earnings. Revenues and 
assets are attributed to geographic areas based on the point of origin of 
revenues and the location of assets. 


Millions 

Lifeco Investors _— Parjointco Other Total 
$ $ $ $ $ 
11,187 11,187 
3,638 127 113 3,878 
1,807 1,813 332 3,952 
16,632 1,940 445 19,017 
12,593 12,593 
2,613 1,033 385 4,031 
79 86 165 

15,206 1,112 471 16,789 
1,426 828 (26) 2,228 
80 80 
2 (87) (1) (86) 

1,426 830 (7) (27) 2,222 
430 318 16 764 
511 317 (2) (13) 813 
485 195 (5) (30) 645 
Millions 

Lifeco Investors _— Parjointco Other Total 
$ $ $ $ $ 
60,071 5,987 1,558 2,520 70,136 
36,048 68,448 104,496 
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Note 22. Segmented information (continued) 


Information on profit measure 
December 31, 2001 


Revenues 
Premium income 
Net investment income 
Fees and media income 


Expenses 
Insurance claims 
Commissions, other operating expenses 
Special charges 
Interest expense 


Share of earnings of affiliates 
Other income — net 


Earnings before income taxes, amortization of goodwill 
and non-controlling interests 

Income taxes 

Amortization of goodwill 

Non-controlling interests 


Contribution to consolidated net earnings 


Information on asset measure 
December 31, 2001 


Total assets 
Assets under administration 


Geographic information 
December 31, 2002 


Revenues 
Investment in affiliates, at equity 
Goodwill and intangible assets 


Total assets 
Assets under administration 


December 31, 2001 


Revenues 
Investment in affiliate, at equity 
Goodwill and intangible assets 


Total assets 
Assets under administration 


Lifeco 


$ 
10,477 
Si 3 
1,858 


16,048 


12,030 
2,/61 
204 


14,995 
1,053 


Lifeco 


$ 
59,159 
38,867 
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Investors 


Investors 


$ 
6,122 
75,044 


Canada 


$ 
13,152 


4 
5,140 


44,517 
86,952 


Millions 
Parjointco 
$ 


33 
72 


105 


oho 
70 


Millions 
Parjointco 


$ 
1,406 


Millions 


United 
States 


$ 
5,865 


66 


24,061 
17,544 


5,954 


24,469 
19,774 


Other 
$ 


210 
330 


540 


409 


489 


Total 


$ 
68,730 
113,911 


18,349 
1,406 
4,930 


68,730 
3 ON 
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Notes to Consolidated Financial Statements 
Note 23. Acquisitions 


(a) In January 2001, Gesca finalized the acquisition from Hollinger 
Canadian Newspapers of Unimédia. At the same time, Gesca 
announced the sale of all of its 24 weekly newspapers to G.T.C. 
Transcontinental Group for an amount of $21 million. 


(b) On February 5, 2001, Power Financial and the Frére group 
announced that GBL and Bertelsmann AG had agreed to a share 
exchange of GBLs 30 per cent interest in the RTL Group for a 25 
per cent interest in Bertelsmann AG, the holding company of the 
Bertelsmann AG group. This transaction became effective July 2, 
2001 and as a result, Bertelsmann AG increased its interest in 


RTL Group to 67 per cent. 


(c) Effective April 20, 2001, Investors Group Inc. acquired all of the 
outstanding common shares of Mackenzie Financial 
Corporation (Mackenzie), a Canadian financial services com- 
pany, for a cash consideration of $3.202 billion and the issue of 
38,802,952 common shares of Investors Group, which repre- 
sented a total consideration of $3.991 billion including transac- 
tion costs. Consideration paid consisted of the following: 


(in millions of dollars) 


Cash : ; ; - > 427 
Bridge credit facility 897 
Bank term loan 550 
Issue of debentures 600 
Issue of preferred shares 360 
Issue of common shares 368 
Total cash consideration 3,202 
Fair value of share exchange 789 
Total consideration 3,991 


To support this transaction, on April 19, 2001 Great-West 
invested $230 million to acquire 9,200,000 common shares of 
Investors Group, while Power Financial Corporation invested 
$138.3 million to acquire 5,532,000 common shares. 


The acquisition was accounted for by the purchase method and 
the results of Mackenzie’s operations have been included in the 
consolidated statement of income from the date of acquisition. As 
a result of this transaction, Power Financial recorded a dilution 
gain of $231 million. 

Details of the consideration paid and the fair value of the net 
assets acquired are as follows: 


(in millions of dollars) 


Fair value of assets acquired 


Cash and cash equivalents 600 
Securities 47 
Mortgages and loans 427 
Deferred selling commissions 585 
Management contracts 606 
Trade names 215 
Other assets 132 
2,672 

Less liabilities assumed and non-controlling interest 
Deposits 423 
Other liabilities 215 
Future income taxes on intangible assets 133 
Future income taxes 194 
Restructuring charge allocated to purchase price 24 
Non-controlling interest 14 
1,003 
Fair value of net assets acquired 1,669 


Goodwill 2,322 
Total purchase consideration 
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Notes to Consolidated Financial Statements 
Note 24. Dispositions 


(a) On March 21, 2002, London Life completed its previously 
announced sale of its 82.9% indirect interest in London 
Guarantee Insurance Company for proceeds of $83 million, 
resulting in an after-tax gain of $31 million. 


Note 25. Subsequent events 


On February 17, 2003, Lifeco announced that it had entered into a 
definitive agreement with Canada Life to acquire, subject to certain 
conditions, 100% of the outstanding common shares of Canada 
Life for approximately $7.3 billion. 

Investors Group and Power Financial have each agreed to invest, 
at Lifeco’s request, up to $100 million and $800 million, respec- 
tively, to acquire common shares of Lifeco from treasury. 


Auditors’ Report 


We have audited the consolidated balance sheets of Power 
Corporation of Canada as at December 31, 2002 and 2001 and the 
consolidated statements of earnings, retained earnings and cash 
flows for the years then ended. These financial statements are the 
responsibility of the Corporation’s management. Our responsibility is 
to express an opinion on these financial statements based on our 
audits. 

We conducted our audits in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the finan- 
cial statements are free of material misstatement. An audit includes 


“Da eT peed, (ee. 


Chartered Accountants 


Montréal, Québec 
April 3, 2003 


(b) On December 16, 2002, Mackenzie disposed of an 85.7% 
owned subsidiary, Mackenzie Investment Management Inc., 
for net proceeds of $95 million, resulting in an after-tax gain 
of $2 million. 

(c) On June 29, 2002, Gesca sold printing assets for an amount of 
$33 million, which resulted in an after tax-gain of $2 million. 


The purchase price per Lifeco common share will be $37.556 
cash. Such purchases will be completed approximately coincident 


with payment for the Canada Life common shares by Lifeco. 


Subject to satisfaction of the conditions and other requirements 
of the transaction agreement, it is expected that the acquisition will 
be completed in the third quarter of 2003. 


examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assess- 
ing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement 
presentation. 

In our opinion, these consolidated financial statements present 
fairly, in all material respects, the financial position of the 
Corporation as at December 31, 2002 and 2001, and the results of 
its operations and its cash flows for the years then ended in 
accordance with Canadian generally accepted accounting principles. 
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Five-Year Financial Statistics December 31 


Consolidated balance sheets 

Cash and cash equivalents 

Consolidated assets 

Shareholders’ equity 

Consolidated assets and assets under 
administration 


Consolidated statements of earnings 
Revenues 

Premium income 

Net investment income 

Fees and media income 


Expenses 
Paid or credited to policyholders 
Operating expenses 
Special charges 
Interest 


Share of earnings of affiliate 
Other income — net 

Income taxes 

Amortization of goodwill 
Non-controlling interests 


Net earnings 


Per participating share 
Operating earnings before amortization 
of goodwill and non-recurring items 
Net earnings — before amortization of goodwill 
Net earnings 
Dividends 
Book value at year-end 
Market price (Subordinate Voting Shares) 
High 
Low 
Year-end 


Quarterly Financial Information 


2002 

First quarter 
Second quarter 
Third quarter 
Fourth quarter 


2001 

First quarter 
Second quarter 
Third quarter 
Fourth quarter 


(1) before amortization of goodwill 


CORPORATION OF CANADA 


2002 
$ 


3,001 
70,136 
5,387 


174,632 


11,187 
3,878 
3,952 


19,017 


12,593 
4,031 


165 
16,789 


2001 


$ 
2,990 
68,730 
4,692 


182,641 


Total 


revenues 


(in millions of dollars) 


4,950 
4,273 
4,996 
4,798 


4,237 
4,624 
4,576 
4,912 


Millions 


2000 
$ 


2,024 
60,632 
3,938 


142,289 


657 


Net 
earnings 


171 
195 
130 
149 


163 
224 
151 

80 


1999 

$ 
1,905 
57,908 
3,450 


132,286 


share — basic 


1998 


$ 
1,978 
58,925 
3,145 


123,383 


| Earnings per) rs Earnings per (1) 
share — diluted 


(in dollars) 
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1-800-564-6253 


8th Floor, 151 Front Street West 
Toronto, Ontario, Canada M5J 2N1 
(416) 981-9633 


Place Montréal Trust 

6th Floor, 1800 McGill College Avenue 
Montréal, Québec, Canada H3A 3K9 
(514) 982-7555 


510 Burrard Street 
Vancouver, British Columbia, Canada V6C 3B9. 
(604) 661-0222 


Web site 
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Corporate Information 

Additional copies of this annual report as well as copies of the 

_ annual reports of Power Financial Corporation, Great-West Lifeco 
Inc., The Great-West Life Assurance Company, London Life 
Insurance Company, Investors Group Inc. and Pargesa 


Holding S.A. are available from: 


The Secretary 

Power Corporation of Canada 
751 Victoria Square 
Montréal, Québec 
Canada H2Y 2J3 

or 

— Suite 2600 
Richardson Building 
1 Lombard Place 
Winnipeg, Manitoba 
Canada R3B 0X5 


Shareholders with questions relating to the payment of dividends, 
change of address and share certificates should contact the Transfer 


| Agent. 


| Stock Listings 

_ Shares of Power Corporation of Canada are listed on the Toronto 
_ Stock Exchange, under the following listings: 

| Subordinate Voting Shares: POW 

_ Participating Preferred Shares: POW. PR.E 

_ First Preferred Shares 1986 Series: POW. PR.F 

| First Preferred Shares, Series A: POW. PR.A 

_ First Preferred Shares, Series B: POW. PR.B 

First Preferred Shares, Series C: POW. PR.C 


Power Corporation has been designated “A Caring Company” by Imagine, 
a national program to promote corporate and public giving, volunteering 
and support in the community. 
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